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AUDIT  AND  ACCOUNTING  GUIDE  FOR 
RECIPIENTS  AND  AUDITORS 

Under  the  Legal  Services  Corporation 
Act  the  Corporation  provides  financial 
support  to  organizations  that  furnish 
legsil  assistance  to  eligible  clients. 

llie  Act  requires  that  recipients  of  fi¬ 
nancial  support  provide  for  an  annual 
audit.  This  Guide  has  been  prepared  for 
use  by  recipients  and  independent  cer¬ 
tified  public  accountants  or  other  au¬ 
ditors  who  perform  such  audits. 

Dated:  July  12,  1976. 

Thomas  Ehrlich, 

President. 
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Chapter  1 — Introduction 

1-1  Definitions 

The  following  terms  used  throughout 
this  Audit  and  Accounting  Guide  are  de¬ 
fined  as  follows: 

Act — Public  Law  93-366  (“Legal  Services 
Corporation  Act”)  enacted  by  Congress 
July  25,  1974,  establishing  Legal  Services 
Corporation. 

Annual  Financial  Report — Auditors'  report 
and  the  annual  financial  statements  of 
recipients  Including  a  balance  sheet,  state¬ 
ments  of  support  and  expenses,  and  changes 
in  fimd  balances  and  accompanying  foot¬ 
notes. 

Budget — ^The  document  between  Legal 
Services  Corporation  and  the  recipient 
setting  forth  a  period  of  funding  assistance 
by  cost  category. 

Generally  Accepted  Accounting  Principles — 
Accounting  principles  which  have  substan¬ 
tial  authoritative  support  as  evidenced 
through  the  approval  by  the  Financial  Ac¬ 
counting  Standards  Board,  the  American 
Institute  of  Certified  Public  Accountants 
or  Industry  experience. 

Guide— This  Audit  and  Accounting  Guide 
issued  by  Legal  Services  Corporation  In  Au¬ 
gust,  1976. 

Imprest  Account — Ca.sh  on  hand  or  In  a 
checking  account  which  Is  maintained  at  a 
fixed  amount  for  specific  disbursements  such 
as  payroll  or  miscellaneous  office  expenses. 

LSC — Legal  Services  Corporation. 

Program — The  total  legal  assistance  activi¬ 
ties  of  an  organization  regardless  of  fund¬ 
ing  source. 

Recipient — Any  entity  receiving  financial 
assistance  from  Legal  Services  Corporation 
through  grants  or  contracts. 

Support — Funding  provided  recipients  in 
the  form  of  grants,  contracts,  or  contributed 
cash,  materials  or  services. 

Supplemental  Letter — ^Letter  from  the  re¬ 
cipient's  auditor  to  Its  Board  of  Directors 
commenting  on  Internal  controls  and  con¬ 
tract  compliance.  This  letter  Is  to  be  sub¬ 
mitted  to  Legal  Services  Corporation  as  part 
of  the  annual  financial  report. 

1-2  Purpose 

The  main  purpose  of  this  Guide  is  to 
assist  recipients  and  their  auditors  in 
imderstanding  the  accounting  and  audit¬ 
ing  requirements  for  contracts  and 
grants  entered  into  with  LSC.  The  Guide 
describes  the  accounting  policies,  records 
and  internal  control  procedures  con¬ 
sidered  adequate  to  provide  proper  ac¬ 
counting,  reporting  and  financial  man¬ 
agement  of  a  recipient’s  program.  An¬ 
other  puipose  of  the  Guide  is  to  provide 
standard  financial  reporting  formats  in 
order  to  achieve  uniformity  among  the 
many  organizations  receiving  LSC  finan¬ 
cial  assistance. 

The  requirements  and  suggestions  in 
this  Guide  represent  items  LSCa  man¬ 
agement  believes  are  necessary  for  the 
LSC  legal  assistance  program  to  demon¬ 
strate  effective  and  responsible  finan¬ 


cial  management  at  both  the  local  and 
national  levels. 

'  1-3  Background 

Prior  to  October  13,  1975,  the  Federal 
government  provided  legal  assistance  to 
individuals  through  the  Community 
Services  Administration  and,  prior 
thereto,  the  Office  of  Economic  Oppor¬ 
tunity.  On  July  25, 1974,  Congress  passed 
the  "Legal  Services  Corporation  Act"  to 
establish  a  private,  nonprofit,  nonmem¬ 
bership  corporation  to  administer  the  le¬ 
gal  assistance  program.  The  Act  estab¬ 
lishes  an  eleven-member  Board  of  Direc¬ 
tors  nominated  by  the  President  and 
confirmed  by  the  Senate  to  govern  LSC. 
No  more  than  six  Board  members  can  be 
of  the  same  political  party.  In  addition, 
a  majority  of  the  Board  must  be  mem¬ 
bers  of  the  bar  of  the  highest  court  of  the 
state  in  which  the  member  is  licensed, 
and  no  member  can  be  a  full-time  em¬ 
ployee  of  the  United  States.  Board  terms 
are  three  years  and  cannot  be  renewed. 

LSC  was  authorized  by  the  Act  to  pro¬ 
vide  financial  assistance  to  qualified  pro¬ 
grams  furnishing  legal  assistance  to  "eli¬ 
gible  clients,”  as  defined  by  LSC.  The 
Act  further  stipulates  that  funds  may  not 
be  used  to  provide  legal  assistance  for 
fee-generating,  or  criminal  cases.  LSC  is 
empowered  to  make  g^rants  to  and  con¬ 
tracts  with  individuals,  partnerships, 
firms,  corporations,  nonprofit  organiza¬ 
tions  and.  upon  special  determination  by 
the  Board  that  such  services  will  not  be 
adequately  provided  through  nongovern¬ 
mental  arrangements,  with  state  and  lo¬ 
cal  governments.  ' 

1-4  Authority 

Under  the  authority  provided  by  the 
following  sections  of  the  Act,  LSC  has 
prepared  this  Guide  to  establish  ac¬ 
counting  and  reporting  requirements  for 
recipients  of  financial  assistance: 

Records  and  Reports — Section  1008: 

(a)  The  Corporation  (IBC)  Is  authorized 
to  require  such  reports  as  It  deems  necessary 
from  any  grantee,  contractor,  or  person  or 
entity  receiving  financial  assistance  under 
this  title  regarding  activities  carried  out  pur¬ 
suant  to  this  title. 

(b)  The  Corporation  Is  authorized  to  pre¬ 
scribe  the  keeping  of  records  with  respect 
to  funds  provided  by  grant  or  contract  and 
sbaU  have  access  to  such  records  at  all  rea¬ 
sonable  times  for  the  purpose  of  Insuring 
oonq>llance  with  the  grant  or  contract  or 
the  terms  and  conditions  upon  which  finan¬ 
cial  assistance  was  provided. 

Audit — Section  1009(c)  (1) : 

The  Corporation  shaU  conduct  or  require 
each  grantee,  contractor,  or  person  or  entity 
receiving  financial  assistance  under  this  title 
to  provide  for  an  annual  financial  audit.  The 
report  of  each  such  audit  shall  be  main¬ 
tained  for  a  period  of  at  least  five  years  at 
the  principal  c^ce  of  the  Corporation. 

Recipients'  Non-LSC  Funds — Section 
1010(c) : 

Non-Federal  funds  received  by  the  Corpo¬ 
ration,  and  funds  received  by  any  recipient 
frmn  a  source  other  than  the  Corporation, 
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shsiU  be  accounted  for  and  r^orted  as  re¬ 
ceipts  and  disbursements  separate  and  dis¬ 
tinct  from  Federal  funds  •  •  •. 

IS  Financial  Responsibilities  of 
Recipients 

Recipients  are  required  to  maintain 
adequate  accounting  records  and  to 
establish  internal  control  procedures 
necessary  to  administer  the  program. 
Recipients  are  also  responsible  for  pre¬ 
paring  annual  financial  statements  and 
for  arranging  an  annual  examination  of 
those  statements.  The  examination  may 
be  conducted  by  auditors  employed  by 
Federal,  state  or  local  governmental 
vmits,  or  by  public  accoimtants.  Where 
public  accoimtants  are  engaged,  they 
must  be  either  independent  certified 
public  accountants  or  Independent  li¬ 
censed  public  accountants — licensed  on 
or  before  December  31,  1970.  Public  ac¬ 
countants  must  be  certified  or  licensed  by 
a  regulatory  authority  of  a  state  or  other 
political  subdivision  of  the  United  States. 

The  purposes  of  the  auditor’s  exami¬ 
nation  are  to  insure  that  (a)  recipients 
have  established  and  are  maint^nlng 
adequate  accoimting  syst^ns  and  Inter¬ 
nal  controls,  and  (b)  funds  are  con¬ 
trolled  and  expended  In  accordance  with 
the  grant  or  contract  conditions,  pro¬ 
gram  guidelines  and.  the  Act. 

L8C  requires  that  recipients*  financial 
statements,  prepared  In  accordance  with 
this  Guide,  Include  the  entire  financial 
resources  of  the  program  including  all 
non-LSC  fimds.  This  provision  allows 
LSC  to  evaluate  the  total  legal-assist¬ 
ance  effort  being  provided  by  recipients 
throughout  the  United  States. 

In  connection  with  this  requirement, 
every  effort  should  be  made  to  satisfy 
the  needs  of  all  funding  organizations 
with  one  annual  audit  report.  It  will  be 
the  responsibility  of  the  recipient’s  pro¬ 
gram  director,  with  assistance  from  LSC, 
If  requested,  to  arrange  for  a  single  audit 
acceptable  to  all  funding  sources.  LSC 
recognizes  that  this  objective  may  not 
be  possible  in  some  cases.  When  a  single 
audit  Is  not  acceptable  to  all  funding 
sources,  the  recipient  must  contact  LSC 
Immediately  before  proceeding  with  any 
examinations. 

When  a  single  audit  Is  accepted  by 
other  funding  sotut^s,  the  program  di¬ 
rector  should  arrange  an  equitable  al¬ 
location  of  audit  costs  among  the  fund¬ 
ing  organizations  benefiting  from  the 
audit. 

LSC  contemplates  that  It  will  fxmd 
each  recipient  annually.  The  fiscal  year- 
end  of  the  recipient  may  be  the  optimal 
report  date  for  the  recipient  and  the 
majority  of  the  recipient’s  funding 
sources.  In  most  instances,  it  will  be 
convenient  for  programs  to  select  a  fiscal 
year  ending  on  a  calendar  quarter  (l.e., 
March  31,  June  30.  September  30,  or 
December  31),  although  a  fiscal  year 
ending  In  any  month  will  be  acceptable 
to  LSC. 

*1710  annual  financial  report  including 
the  auditor’s  supplemental  letter  must 
be  prepared  in  accordance  with  this 
Guide  and  must  contain  the  information 
discussed  herein  unless  such  information 
is  eleariy  not  applicable. 


LSC  requires  that  each  recipient’s  gov¬ 
erning  Board  of  Directors  must  estab¬ 
lish.  if  it  has  not  already  been  estab¬ 
lish^,  an  audit/finance  committee  to 
provide  overall  financial  guidance,  to  re¬ 
view  the  annual  financial  reports  and  to 
institute  any  changes  necessary  to  Insure 
proper  administration  and  control  of 
funds. 

Specific  recipient  accounting  and  re¬ 
porting  requirements  ar^  discussed  in 
Chapters  2  through  5  of  this  Guide. 

1-6  Responsibilities  of  Auditors 

The  examination  of  the  recipient’s  an¬ 
nual  financial  statements  is  to  be  con¬ 
ducted  in  accordance  with  generally  ac¬ 
cepted  auditing  standards.  In  addition, 
statement  formats  and  accounting  prin¬ 
ciples  are  to  be  consistent  with  those  re¬ 
flected  in  this  Guide.  While  Chapter  6 
of  this  Guide  discusses  various  auditing 
items,  it  is  not  Intended  to  be  an  audit 
program  nor  to  supplant  the  auditor’s 
professional  judgment  as  to  the  work 
required  to  meet  generally  accepted 
auditing  standards. 

In  addition  to  the  examination  of  the 
recipients’  annual  financial  statements, 
the  auditor  is  required  to  submit  a  sup¬ 
plemental  letter  to  LSC  commenting  on 
items  noted  during  his  examination  with 
respect  to:  (a)  Deficiencies  in  internal 
controls,  (b)  significant  and  imusual 
transactions,  (c)  Guide,  grant  or  con¬ 
tract  compliance,  (d)  questioned  costs, 
(e)  status  of  the  comments  from  the  pre¬ 
vious  year’s  supplemental  letter  and  (f) 
comparison  of  the  approved  LSC  budget 
to  the  actual  expenses  for  the  audit  pe¬ 
riod. 

While  the  auditor  will  contract  directly 
with  the  recipient  for  audit  services,  it  is 
emphasized  that  LSC  should  be  consid¬ 
ered  on  equal  status  with  the  recipient 
and  its  Board  of  Directors  in  the  auditor- 
client  relationship.  Any  items  considered 
by  the  auditor  to  justify  reporting  to 
the  recipient’s  program  director  and/or 
Board  of  Directors,  should  also  be  in¬ 
cluded  in  the  supplemental  letter,  LSC’s 
management  believes  that  failure  to 
comply  with  this  request  is  justification 
for  exercising  its  veto  authority  In  the 
selection  of  auditors  for  future  audit  en¬ 
gagements. 

2-7  Effective  Date 

Some  of  the  accounting  and  reporting 
procedures  set  forth  In  this  Guide  may 
differ  from  present  practices;  hence,  it  is 
recognized  that  a  transition  period  may 
be  necessary  for  certain  zeciplents.  In, 
these  Instances,  however,  all  efforts 
should  be  made  to  immediately  comply 
with  the  reporting  requirements  con¬ 
tained  herein.  Anticipated  exceptions 
should  be  discussed  with  LSC’s  Audit 
Manager  in  Washington,  D.C..  so  that  a 
mutually  acceptable  arrangement  can 
be  made. 

Revisions  to  this  Guide  may  be  made 
periodically.  If  this  Guide  is  to  provide 
meaningful  instruction,  it  is  imperative 
that  both  the  recipient  and  its  auditor 
keep  their  Guides  current.  Upon  receipt, 
all  revisions  should  be  incorporated  into 


the  recipient’s  copy  of  the  Guide,  and  it 
will  be  the  responsibility  of  the  recipient 
to  furnish  revisions  to  its  auditor. 

CHAPTEK  2 — ACCOUIfTIKG 
2-1  Accounting  Methods  and  Practices 

LSC  requires  that  the  accounting 
methods  and  pracUces  employed  in  re¬ 
cording  transactiems  and  preparing  fi¬ 
nancial  statements  be  bas^  upon  gen¬ 
erally  accepted  accounting  principles 
(“QAAP”).  Pch:  uniform  reporting  by 
recipients,  LSC  suggests  the  following 
accounting  methods  and  practices,  which 
are  in  accordance  with  GAAP.  For  some 
practices,  alternative  treatments  are  cur¬ 
rently  acceptable  under  GAAP;  however, 
the  suggestions  in  this  Guide  reflect  cur¬ 
rent  trends  in  financial  reporting  for 
nonprofit  organizations  similar  to  LSC’s 
recipients.* 

TOTAL  FINANCIAL  PICTXTBX  OF  THE 
ORGANIZATION 

It  is  estimated  that  LSC  provides  ap¬ 
proximately  80  percent  of  the  total  fund¬ 
ing  requirements  of  recipients.  ’The  re¬ 
maining  20  percent  is  provided  by  nu¬ 
merous  other  fimding  sources  including 
the  United  Way,  Department  of  Health, 
Education  and  Welfare,  Law  Elnforce- 
ment  Assistance  Administration,  state 
and  local  governments,  and  private  con¬ 
tributions.  LSC’s  objective  is  to  obtain 
annual  financial  reports  that  reflect  the 
entire  operations  of  the  recipient. 

FUND  ACCOUNTING 

A  fimdamental  purpose  of  the  financial 
statements  of  a  nonprofit  organization 
is  the  disclosure  of  the  organization’s 
resources  and  how  those  resources  were 
used.  In  many  cases  a  reciirient’s  total 
support  will  be  provided  by  LSC;  how¬ 
ever,  there  are  also  Instances  where 
funding  will  be  provided  by  others.  Where 
additional  funding  is  provided,  separate 
fund  accounts  must  be  used  to  give  recog¬ 
nition  to  the  different  funding  sources 
and  restrictions,  and  to  comply  with  sec¬ 
tion  1010(c)  of  the  Act  which  requires 
separate  accounting  for  different  fund¬ 
ing  sources.  Therefore,  the  -operating 
statement  (statement  of  support  and  ex¬ 
penses,  and  changes  in  fund  balances) 
must  reflect  a  breakdown  of  operations 
by  fund.  Separate  balance  sheet  accounts 
by  funds  are  not  deemed  necessary  un¬ 
less,  in  the  opinion  of  the  auditor  and 
program  director,  such  disclosure  is 
necessary  for  a  fair  presentation  of  the 
recipient’s  balance  sheet;  however,  the 
fund  balance  for  each  fund  must  be 
shown  separately  on  the  face  of  the 
balance  sheet. 

In  addition  to  a  separate  fund  for  each 
restricted  funding  source,  a  general  fund, 
and  a  property  and  equipment  fund 
should  be  maintained.  ’The  general  fimd 
should  be  used  to  record  transactions  as¬ 
sociated  with  sources  other  than  grants 
and  contracts  (e.g.,  contributions,  invest¬ 
ment  Income  and  donated  items)  which 
have  no  restrictions  associated  there- 


*See  BlbUocTsq>by  for  reference  material 
and  support  for  methods  and  practices  sug¬ 
gested  In  this  Guide. 
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with.  The  property  and  equli»nent  fund 
should  be  used  to  accumulate  the  value 
of  propoiiy  and  equipment,  to  reflect 
depreciation  and  to  record  gains  or  losses 
from  the  disposition  of  such  assets. 

ACCRUAL  BASIS  OF  ACCOUNTING 

The  annual  flnancial  statements  must 
be  prepared  on  the  accrual  basis  of  ac¬ 
counting.  Under  the  accrual  basis  of  ac¬ 
counting,  expenses  are  recorded  when 
Incurred  as  opposed  to  when  they  are 
actually  paid.  Support  is  recorded  when 
earned  instead  of  when  received.  At  year 
end.  the  accrual  method  requires  re¬ 
cording  in  the  flnancial  statements  an 
estimate  of  expenses  incurred  for  serv¬ 
ices  and  merchandise  for  which  a  bill 
has  not  been  received. 

This  method  is  not  mandatory  for 
interim  reporting.  During  the  year,  rec¬ 
ords  and  flnancial  reports  to  LSC  may 
be  maintained  on  either  a  cash  basis, 
a  modifled  accrual  basis  or  an  accrual 
basis  d^iending  on  the  needs  of  the 
recipient;  however,  whichever  method 
Is  sdected  for  interim  reporting  by  the 
recipient  should  be  adequately  disclosed 
in  those  reports. 

PROPERTY  AND  EQUIPMENT 

The  accounting  for  property  and 
equipment  requires  capitalization  and 
depreciation. 

In  many  cases,  funding  sources  main¬ 
tain  w  reversionary  interest  in  property 
purchased  with  its  funds.  Simply  stoted, 
a  reversionary  Interest  requires  that 
useful  property,  or  the  proceeds  from 
the  sale  of  such  property  must  be  re¬ 
turned  to  the  appropriate  fimdlng 
source,  if  at  some  future  date  funding 
of  the  recipient  is  terminated. 

In  view  of  the  reversionary  interest 
of  certain  funding  organizations,  asset 
accountability  is  critical.  The  current 
trend  toward  capitalization  of  assets  for 
nonproflt  organizations  similar  to  ISC’s 
recipients  is  an  integral  part  of  asset 
accountability  and.  accordingly,  capital¬ 
ization  (rf  the  cost  of  property  is  required 
by  this  Guide. 

In  addition  to  the.capitallzaticm  of 
property,  LSC  requires  the  recording  of 
d^reciation.  Depreciation  accounting  is 
a  means  of  allocating  the  cost  of  an  asset 
over  the  asset’s  estimated  useful  life. 
When  depreciation  is  omitted,  the  cost 
of  providing  services  is  tmderstated.  De¬ 
preciation  expense,  therefore,  should  be 
recognized  as  an  expense  of  rendering 
current  services  and  should  be  Included 
as  an  element  of  expense  in  the  state¬ 
ment  of  support  and  expenses. 

A  recipient’s  law  library  (i.e.,  books, 
reference  materials  an  multiple  vol¬ 
ume  sets  of  law  books)  should  be  capi¬ 
talized  in  accordance  with  the  policy  dis¬ 
cussed  herein.  The  nature  of  a  library  is 
such  that  its  salvage  value  could  be  slg- 
niflcant  in  relation  to  its  original  cost; 
therefore,  this  Guide  recommends  that 
depreciation  should  not  be  recorded  on  a 
reciplmt’s  law  library. 

In  Instances  where  funding  sources 
reimburse  organizations  for  the  total 
cost  of  the  property  acquired,  funds  used 
for  the  puichase  of  property  are  con¬ 
sidered  a  current-year  grant  or  contract 


cost.  TO  recognize  this  characteristic  of 
grant  funding,  pr(H)erty  purchases 
Should  be  reflected  as  a  reduction  in  the 
fund  balance  of  the  appropriate  funding 
source.  This  objective  is  accomplished 
by  transferring  the  cost  of  property  pur¬ 
chased  to  a  separate  property  fund  bal¬ 
ance. 

In  Appendix  7.  detail  property  and  de¬ 
preciation  accounting  practices  are  dis¬ 
cussed  and  llliistrated. 

DONATED  MATERIALS,  SPACE  AND  PROPERTY 

While  LSC  does  not  require  recipients 
to  match  its  funding  with  other  contri¬ 
butions  or  fimds;  there  are  items  that 
may  continue  to  be  donated  by  individual 
or  organizations — supplies,  space,  furni¬ 
ture  and  equipment.  In  order  to  ascer¬ 
tain  the  total  cost  of  providing  legal 
assistance,  such  items  should  be  recorded 
and  reported  in  the  recipient’s  flnancial 
statements.  Donated  materials  and 
property  should  be  recorded  at  their  fair 
market  value  when  received.  Fair  market 
value  must  be  determined  on  the  most 
objective  and  clearly  measurable  basis 
available.  The  value  assigned  to  donated 
materials  and  property,  if  material, 
should  also  be  approved  by  the  re¬ 
cipient’s  Board  of  Directors.  Extending 
this  concept  further,  the  free  use  of  fa¬ 
cilities  and  other  assets  should  also  be 
recorded  as  d(mati<ms  with  an  offsetting 
charge  to  the  applicable  expense.  Ac- 
countii^  records  should  be  sufficient  to 
maintain  separate  identification  and 
control  of  donated  property  fr(xn  pur¬ 
chased  property. 

Donated  materials  and  space  should  be 
recorded  in  the  general  fund  as  support 
and  expense  in  amounts  equal  to  the  as¬ 
signed  value  ot  the  donations.  Donated 
property  and  equipment  should  be  re¬ 
corded  as  support  in  the  property  and 
equipment  fund  and  as  an  asset  in  an 
amount  equal  to  its  assigned  value.  The 
expense  associated  with  donated  prop¬ 
erty  and  equipment  will  be  recorded  as 
depreciation  over  the  useful  life  of  the 
item. 

In  summary,  the  accounting  policies 
for  purchased  property  and  equipment 
discussed  previously  are  also  required  for 
donated  property  and  equipment. 

DONATED  SERVICES 

LSC  does  not  require  recipients  to 
match  LSC  funding  with  other  contribu¬ 
tions;  however,  significant  donated  serv¬ 
ices  should'be  recorded  in  the  same  man¬ 
ner  as  descri|>ed  for  donated  materials, 
space  and  property  when  the  following 
circumstances  exist: 

1.  The  services  performed  are  a  normal 
part  of  the  program  or  supporting  services 
and  would  otherwise  be  performed  by  sal¬ 
aried  personnel. 

2.  The  recipient  exercises  control  over  the 
activities  and  duties  of  the  don<»B  to  the 
extent  that  the  recipient  can  Insure  such 
activities  «nd  duties  clearly  advance  the  In¬ 
terests  of  the  program. 

3.  The  recipient  has  a  clearly  measurable 
basis  for  the  amount. 

LSC  does  not  want  recipients  to  arbi¬ 
trarily  inflate  operations  for  donated 
services  which  are  not  realistically  re¬ 


quired  for  Uie  administration  of  the 
program.  Each  recipient  must  maintain 
adequate  records  to  document  the  need 
and  value  of  donated  services  recorded. 
Values  assigned  to  donated  services 
should  be  based  upon  an  estimated  av¬ 
erage  fee  normally  charged  by  the  pro¬ 
fessionals  rendering  the  service.  ’The  as¬ 
signed  values  should  be  approved  by  the 
recipient’s  Board  of  Directors. 

LSC  believes  the  recognition  of  sig¬ 
nificant  donated  services  in  the  financial 
statements  is  critical  to  a  reasonable 
evaluation  of  the  total  cost  of  providing 
legal  assistance  by  recipients. 

RECOGNITION  OF  GRANT  AND  CONTRACT 
SUPPORT 

Legal  assistance  programs  receive 
grants  and  contracts  which  can  be  char¬ 
acterized  as  either  “continuous  period’’ 
or  “cost-reimbursable’’  tsrpes.  Most  non¬ 
proflt  organizations’  grants  and  con¬ 
tracts  are  cost  reimbursable;  however, 
some  grants  and  ccmtracts,  such  as  LSC’s. 
provide  funding  over  a  prescribed  period 
and  allow  unused  funds,  as  a  general 
policy,  in  one  period  to  be  utilized  during 
the  next  period.  Tliere  should  never  be  a 
deficit  in  the  LSC  fund,  however,  as  long 
as  there  is  a  surplus  in  other  unrestric¬ 
ted  funds.  Other  grants  and  c(xitracts 
provide  that  unused  funds  cannot  be  car¬ 
ried  over  to  the  next  period  but  are  lost. 

The  grant  or  contract  award  in  a 
period-type  arrangement  should  be 
recognlz^  as  support  over  the  grant  or 
contract  period.  If  a  funding  soiu-ce 
specifically  designates  the  grant  or  con¬ 
tract  award  for  use  in  a  particular  period 
with  the  carryover  provision,  then  sup¬ 
port  should  be*  fully  recognized  during 
that  period.  LSC  requires  that  its  grant 
or  contract  awards  be  recorded  as  sup¬ 
port  on  a  pro  rata  basis  over  the  funding 
period.  Any  excess  of  support  over  ex¬ 
penses  represents  as  a  general  policy,  a 
fund  balance  to  be  carried  over  to  the 
next  period  or  returned,  if  funding  is 
terminated. 

This  policy  is  not  applicable  to  cost- 
reimbursable  grants  or  contracts.  Under 
this  arrangement,  the  funding  source 
provides  fimds  only  as  the  recipient  In- 
cius  costs  eligible  for  reimbursement; 
therefore,  support  should  be  recognized 
only  to  the  extent  that  eligible  costs  are 
incurred  during  the  grant  or  contract 
period.  Under  no  circumstances  should 
support  be  recognized  in  excess  of  the 
specified  award  in  the  grant  or  contract 
unless  approval  for  additional  reim¬ 
bursement  has  been  received.  In  addition, 
there  will  never  be  a  fund  balance  asso¬ 
ciated  with  this  type  of  grant  or  contract 
since  support  must  always  equal  eligible 
costs  Incurred. 

The  policy  for  recognizing  grant  and 
contract  suimort  must  be  disclosed  in  the 
flnancial  statements. 

CONTRIBUTIONS 

Contributions  from  private  organiza¬ 
tions  or  individuals  should  be  recorded 
when  cash  or  a  written  pledge  (i.e.,  docu¬ 
mentary  evidence  that  a  contribution  will 
be  forthcoming)  is  received.  Provisions 
should  be  made  for  uncollectible  pledges 
based  on  a  recipient’s  collection  policy 
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and  past  experience;  the  length  of  time 
that  the  pledge  has  been  outstanding, 
current  economic  conditions,  and  other 
matters  should  also  be  taken  into  con¬ 
sideration  in  arriving  at  the  provision 
to  be  made.  Contributions  imrestricted  by 
the  donors  should  be  recorded  in  the 
general  fund.  Contributions  with  restric¬ 
tions  should  be  recorded  in  a  separate 
fund  and  accounted  for  as  a  period-type 
grant  or  contract. 

ALLOCATION  OF  EXPENSES  BETWEEN  FUNDS 

It  Is  anticipated  that  recipients  who 
receive  fimds  from  sources  other  than 
LSC,  will  incur  expenses  (e.g.,  salaries, 
space,  travel)  which  support  work  per¬ 
formed  under  more  than  one  grant,  con¬ 
tract  or  other  funding  soiuxe.  Such  com¬ 
mon  costs  should  first  be  allocated  among 
the  ftmds  on  the  basis  agreed  to  by  the 
applicable  funding  sources.  In  the  ab¬ 
sence  of  approved  methods,  the  recipient 
should  develop  techniques  that  will  pro¬ 
vide  a  reasonable  and  measurable  basis 
upon  which  expenses  are  allocated.  In 
some  cases,  a  grantor  may  agree  to  pay 
100  percent  of  certain  costs,  although 
other  grantors  are  benefited.  Allocation 
of  Uie  costs  is  not  necessary  or  appro¬ 
priate  in  this  instance.  There  must  be 
adequate  disclosure  in  the  financial 
statements  of  the  allocation  methods 
used. 

INVESTMENTS 

Some  recipients  may  have  endowment 
funds  or  other  resources  from  which 
management  may  purchase  marketable 
securities  and  other  investments.  In  such 
cases,  investments  held  by  recipients 
may  be  recorded  at  either  the  market 
value,  or  the  lower-of-cost-or-market. 

Under  the  lower-of-cost-or-market 
method,  gains  on  investments  are  re¬ 
corded  only  at  the  time  of  sale.  However, 
If  the  market  value  falls  below  the  re¬ 
corded  value,  and  the  decline  is  con¬ 
sidered  permanent,  it  will  be  necessary 
to  reduce  the  carying  value  of  the  Invest¬ 
ment  to  market  in  the  period  the  decline 
in  value  occurs. 

The  market-value  method  requires 
recognition  of  unrealized  appreciation  or 
depreciation  from  fiuctuations  in  mar¬ 
ket  prices.  Accordingly,  under  this 
method  of  accounting,  there  are  no  gains 
or  losses  at  the  time  of  sale. 

The  basis  for  recording  investments 
should  be  consistent  for  all  investments 
held  by  the  recipient.  In  addition,  ade¬ 
quate  disclosure  of  the  method  used  must 
be  made  in  the  financial  statements. 

FRINGE  BENEFITS 

Employee  fringe  benefits  may  vary 
among  recipients.  Until  LSC  issues  its 
guidelines,  those  in  effect  imder  the  Com- 
mimlty  Services  Administration  will  con¬ 
tinue;  however,  the  following  accounting 
principles  must  be  adopted  as  they  re¬ 
late  to  certain  fringe  benefits: 

1.  Vacation  earned  by  employees,  but  not 
taken,  must  be  disclosed  In  a  footnote  to 
the  financial  statements,  but  no  accounting 
entries  for  accrued  vacation  should  be 
recorded. 

2.  Sick  leave,  termination  or  severance  ar¬ 
rangements  wblcb  vest  should  be  treated 


In  a  similar  manner  (l.e.,  disclosed  In  a 
footnote,  but  not  actually  recorded) . 

3.  Programs  which  currently  have  pension 
plans  are  required  under  the  Employee  Re¬ 
tirement  Income  Security  Act  of  1074,  and 
LSC  regulations  to  meet  certain  funding 
standards.  In  addition,  pension  expenses 
mxist  be  reported  In  accordance  with  Ac¬ 
counting  Principles  Board  Opinion  Number  8 
which  requires  the  recording  of  pension  ex¬ 
pense  using  actuarial  computations  over  the 
term  of  employment. 

Programs  establishing  new  pension 
plans  must  comply  with  ISC’s  regula¬ 
tions  covering  the  establishment  of  new 
plans.  These  regulations  can  be  obtained 
from  the  Comptroller’s  Office  of  LSC  in 
Washington,  D.C.  • 

2-2  Accounting  Records 

The  following  is  a  brief  description  of 
the  accounting  records  considered  neces¬ 
sary  for  ^e  adequate  recording  of  finan¬ 
cial  transactions.  Accoimting  records 
must  be  maintained  on  a  double-entry 
accoimting  system  and  must  be  adequate 
to  enable  the  recipient  to  prepare  its 
annual  financial  report  and  various  pe¬ 
riodic  reports  required  by  LSC  in  Chap¬ 
ter  5  of  this  Guide. 

General  Ledger. — The  general  ledger  is 
used  to  summarize  and  classify  all  finan¬ 
cial  transactions  from  data  accumulated 
in  the  various  Journals  discussed  in  sub¬ 
sequent  paragraphs  into  their  proper  ac¬ 
counts  (e.g.,  salaries,  space,  etc.).  It  is 
the  source  for  most  of  the  data  needed 
for  preparing  financial  statements.  The 
general  ledger  is  the  final  and  permanent 
record  of  the  recipient’s  financial  trans¬ 
actions. 

Cash  Receipts  Journal. — ^The  cash 
receipts  journal  is  a  book  of  original 
entry  in  which  cash  receipts  H.e.,  cash, 
checks  and  money  orders)  are  recorded 
in  an  orderly  and  chronological  sequence. 
Bank  deposit  slips  must  contain  sufficient 
information  so  that  all  receipts  can  be 
adequately  described  as  to  source  in  the 
cash  receipts  journal. 

Cash  Disbursements  Journal. — A  cash 
disbursements  journal  is  a  book  of  origi¬ 
nal  entry  in  which  disbursements  are 
recorded  in  a  chronological  sequence.  All 
disbursements  must  be  made  by  pre¬ 
numbered  checks  used  in  numerical  se¬ 
quence.  Each  check  must  be  supported 
by  appropriate  documentation — such  as 
payrolls,  invoices,  contracts  or  travel  re¬ 
ports— evidencing  its  nature  and  pro¬ 
priety,  and  showing  the  ai^roval  by  an 
authorized  official. 

Payroll  Records. — ^Basic  pasrroll  records 
must  accumulate  pairroU  data  required 
by  Federal,  state  and  local  laws.  Docu¬ 
mentation  must  be  maintained  to  support 
individual  gross  earnings  and  all  em¬ 
ployee  withholdings  from  earnings.  A 
personnel  file  should  be  established  for 
each  employee  and  should  include  the 
following  data: 

1.  Employment  contract,  wage  or  salary 
authorization, 

2.  Federal  W-4  withholding  form, 

3.  State  withholding  form, 

4.  Authorization  for  all  other  payroll 
deductions,  and 

5.  Authorization  for  all  wage/salary 
actions. 


Each  recipient,  in  light  of  its  size,  is 
required  to  establish  an  adequate  time¬ 
reporting  system.  This  syst^  must  be 
able  to  identify  employee  hours  worked  so 
that  compliance  with  Federal  and  state 
laws  with  reflect  to  overtime  and  rates 
can  be  demonstrated.  A  smsdl  recipient 
with  several  employees  could  use  a  sign¬ 
up  sheet  whereby  every  employee  would 
record  his  daily  hours.  A  larger  recipient 
would  probably  utilize  a  “time  r^wrt’* 
system  whereby  each  emnloyee  would 
complete  and  sign  an  individual  time 
sheet.  Whether  a  sign-up  sheet  or  a  time 
report  is  utilized,  a  supervisor  in  a  posi¬ 
tion  to  verify  the  informatfon  thereon 
should  approve  the  document. 

It  is  Important  that  a  vacation  and  sick 
leave  record  be  maintained  currently  for 
each  cmplo’’ee.  This  record  would  In¬ 
clude  the  following  information  in  hours 
for  each  employee.  ^ 


Date  Earned  Balance 


X/X/XX . XX  XX  XX 


As  a  method  of  checking  the  accuracy  of 
this  record  and  providing  empdoyees  with 
knowledge  of  “where  they  stand,’’  each 
employee  at  least  quarterly  should  be  in¬ 
formed  of  his  vacation  and  sick  leave 
balance. 

■  Property  Records. — Individual  prop¬ 
erty  records  are  to  be  maintained  for 
each  item  costing  in  excess  of  $50  per  unit 
to  comply  with  Federal  accoimtabillty  re¬ 
quirements  for  nonexp^dable  property. 
For  financial  statement  purposes,  all 
items  costing  less  than  $100  per  unit  may 
be  expensed;  items  costing  in  excess  of 
$100  must  be  capitalized  and  depreciated. 
The  property  records  to  be  maintained 
for  both  categories  of  property  must  in¬ 
clude:  (1)  A  description  of  the  item,  in¬ 
cluding  model  and  serial  number,  (2) 
date  of  acquisition,  (3)  check  number, 
(4)  cost,  (5)  useful  life,  (6)  source  of 
funds  used  to  acquire  the  property,  and 
(7)  valuation  support  if  property  was 
donated.  The  aggregate  of  the  individual 
costs  or.  values  in  the  case  in  the  prop¬ 
erty  records  must  equal  the  property  and 
law  library  account  balances  in  the  gen¬ 
eral  ledger. 

General  Journal/ Journal  Voucher. — A 
general  journal  or  journal  voucher  sys¬ 
tem  is  used  to  process  transactions  not 
recorded  originally  in  the  cash  receipts 
journal,  cash  disbursements  journal  or 
payroll  register.  Each  journal  entry  must 
contain  a  complete  explanation  and 
documentation  of  the  transaction  being 
recorded.  Journal  entries  or  journal 
vouchers  should  be  numbered  consecu¬ 
tively  and  approved  by  an  authorized 
official. 

Client  Deposit  Records. — A  cliait  de¬ 
posit  record  must  be  used  to  document 
and  record  receipts  and  disbursements  of 
client  deposits.  Bank  deposit  slips  must 
contain  sufficient  documentation  so  that 
client  records  can  be  posted  from  them. 
The  total  of  the  client  deposit  records 
must  equal;  (a)  The  cash  in  the  escrow 
account  designated  solely  for  these  funds, 
and  (b)  the  corresponding  client  deposits 
liability  account.  Both  accounts  are  re- 
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qulred  to  be  maintained  In  the  general 
ledger  (see  Chapter  3  and  Appendix  6  for 
discussions  of  the  Internal  controls  as- 
s(x;lated  with  this  Item  > . 

The  accounting  records  discussed  in 
this  chapter  can  be  implemented  through 
either  a  manual  or  an  automated  system. 
Each  recipient  should  establish  the  most 
appropriate  system  to  meet  Its  needs  and 
to  provide  ui  adequate  audit  trail  of  all 
transactions. 

2-3  Basic  Chart  of  Accounts 

The  following  Is  an  Illustrative  basic 
chart  of  accounts  which  would  provide 
details  necessary  for  the  preparation  of 
financial  statements  In  accordance  with 
this  Guide.  This  illustration  is  not  in¬ 
tended  to  dictate  the  format  to  be  used 
by  individual  programs,  but  is  simply 
one  method  of  achieving  the  accounting 
requirements  of  this  Guide.  While  the 
account  numbering  system,  accoimt  de¬ 
scriptions  and  level  of  detail  utilized  by 
recipients  should  be  designed  to  provide 
mansigement  reporting  and  financial 
disclosures  specifically  related  to  that 
program,  they  must  also  accommodate 
the  reporting  requirements  of  LSC. 

The  illustrative  chart  of  accounts  as¬ 
signs  a  three-digit  number  to  every  ma¬ 
jor  natural  account  classification  re¬ 
flected  in  the  financial  statements. 
Through  suffixes  recipients  can  maintain 
the  greater  detail  needed  to  control  and 
monitor  operations.  The  natural  account, 
cash-general,  is  broad  and  most  organi¬ 
zations  would  require  an  account  for 
each  bank  account.  This  can  be  achieved 
by  establishing  accounts  under  the  nat¬ 
ural  account  classification,  cash-general 
(account  number  100)  with  separate 
suffixes. 

100.1  General  disbtirsement  account — ABC 

Bank. 

1001!  PayroU  Account  — XYZ  Bank. 
lOOA  Petty  cash. 

The  total  of  all  100  accounts  (l.e.,  100.1, 

100.2  and  100.3)  represents  the  cash 
amount  reported  in  the  financial  state¬ 
ments.  This  procedure  can  be  used  to 
maintain  det^ls  for  any  of  the  natural 
account  classifications  reported  in  the 
financial  statements. 

By  adding  prefixes  to  the  natural  ac¬ 
count  classification,  a  responsibility  ac¬ 
counting  ccHicept  can  be  employed  to 
record  support  and  expenses  by  different 
fimding  sources.  For  example,  assume  a 
program  has  grants  from  other  than 
LSC  sources.  Support  and  expenses  as¬ 
sociated  with  the  different  fimding 
sources  could  be  accumulated  as  follows 
for  travel  (account  number  530) : 

1 A30  Travel — Legal  Services  Corporation. 
2A30  Travel — XTZ  Grantor. 

5.530  Travel — ABC  Grantor. 

4.530  Travel— General  fund. 

A  basic  chart  of  accounts  is  shown 
below.  The  total  of  each  three-digit  ac¬ 
count  number  would  be  reported  in  the 
financial  statements, 

Wotwrol  CflaulfUxUkm 

Asset*  (100  eerlea) :  Aoeount  Mo. 

Cash— general _  100.  X 

Cash — eeorow  for  client  de-  lOe.  X 

pdttta 


Aaeeta  (100  series) :  Account  No. 

Certificates  of  deposit/  110,  X 
Treasury  bills  and  other 
Investments. 

Due  from  grantors  and  IISX: 

contractors _ 

Accounts  receivable — par¬ 


ent  agency _  120.X 

Other  receivables _  125.X 

Travel  advances  to  employ¬ 
ee  -i _  130.x 

Deposits  _ -  135.x 

Property  and  equipment.. _  140.X 

Law  Library _  145  JC 

Accumulated  depreciation.  155.X 
Liabilities  (200  Series) : 

Accounts  payable _  200JC 

Employee  withholdings _  205JC 

Accrued  expenses -  210.X 

Client  deposits _  215X 

Fund  Balance  (300  Series) : 

Grant/contract  funds - -  300JC 

General  fund _ _ —  305.X 

Property  and  equipment 

fund _  810.x 

Support  (400  Series) : 

Grants  and  contracts _ _  400.X 

Contributions _  405 JC 

Donated  property  and 

services _  410.X 

Interest _  415.X 

Other _  430.x 

Expenses  (500  Series) : 

Personnel,  lawyers -  606 .X 

Personnel,  non-lawyers -  610JC 

Fringe  benefits -  616.X 

Legal  Consultants _  520.X 

Contract  services -  625 X 

Travel  _  630.X 

Space _ _ _ - _ -  635X 

Consumable  supplies - -  640.X 

Rent  or  lease  of  equipment.  54&.X 
Depreciation  of  property...  650X 

Other  direct  expenses -  555X 

Asset  Purchases  (600  Series) : 

Acquisition  of  property -  600.X 


In  addition  to  natural  expense  classi¬ 
fications  by  funding  source,  recipients 
should  also  consider  accumulating  data 
by  the  functional  expense  classifications 
of  direct  program,  managerial  and,  if  ap¬ 
plicable,  fimd  raising. 

IMrect  progrram  expenses  are  defined  as 
costs  incurred  specifically  for  program 
activities,  whereas  managerial  expenses 
relate  to  administration,  accounting  and 
other  support  related  costs.  The  identi¬ 
fication  of  functional  expenses  is  cur¬ 
rently  required  for  certain  nonprofit  or¬ 
ganizations  and  in  the  future  may  be  re¬ 
quired  by  the  American  Institute  of  Cer¬ 
tified  Public  Accountants  for  all  others. 
In  the  Interim,  recipients  should  begin 
accumulating  ^Is  information  through 
monorandum  records  with  footnote  dis¬ 
closures. 

2-4  Description  of  Accounts 

The  basic  chart  of  accounts  described 
in  paragraph  2-3  provides  one  method 
of  organizing  a  recipient’s  accoimting 
records.  Whether  the  recipient  utilizes 
this  chart  of  accounts  or  another,  the 
general  ledger  must  contain,  where  ap¬ 
plicable.  the  following  accounts  which 
represent  an  acceptable  level  of  detail. 
LSC  recognizes  that  recipients  may  de¬ 
sire  a  more  detailed  (hart  of  accounts, 
especially  for  expenses.  Recipients  are 
encouraged  to  use  a  chart  of  accoimts 
which  will  effectively  monitor  their  oper¬ 
ations. 


ASSETS 

Cash  Operating  Accounts. — ^These  ac¬ 
counts  represent  funds  on  deposit  in  bank 
accounts  for  operating  purposes  as  op¬ 
posed  to  special  purposes  such  as  payroll 
and  escrow  accounts  discussed  below. 
Separate  accoimts  should  be  maintained 
for  each  bank  account. 

Cash  Payroll  Account. — ^Thls  account 
represents  the  amount  on  deposit  in  a 
separate  bank  account  for  payment  of 
payroll  and  must  be  maintained  on  an 
imprest  basis. 

Petty  Cash. — This  account  represents 
cash  held  at  the  recipient’s  office  for  pay¬ 
ing  minor  bills.  ’The  account  must  be 
maintained  on  an  Imprest  basis  with  the 
balance  established  at  the  lowest  possible 
level  commensurate  with  efficient  oper¬ 
ations.  The  petty  cash  account  in  the 
general  ledger  always  reflects  the  total 
value  of  the  fund,  either  in  cash  and/or 
vouchers.  The  fund  should  be  reimbursed 
periodically  for  the  exact  amount  of  the 
petty  cash  vouchers. 

Cash — Escrow  for  Client  Deposits. — 
Hiis  accoimt  represents  cash  received 
from  clients  as  advance  payments  for 
court  costs.  The  general  ledger  balance 
for  this  account  must  equal  the  liability 
account  “client  deposits.” 

Due  from  LSC. — ’This  account  repre¬ 
sents  amounts  earned  but  not  received 
(see  grant  and  contract  support  para¬ 
graph  2-1)  under  LSC  grants  or  con¬ 
tracts. 

Due  from  Other  Grantors. — ^Thls  ac¬ 
count  represents  amounts  earned  from 
other  grantors  for  which  cash  has  not 
been  received.  Separate  accounts  should 
be  maintained  for  each  contract  or  grant. 

Other  Receivable. — This  account  rep¬ 
resents  miscellaneous  accounts  receiv¬ 
able.  A  subsidiary  record  must  be  main¬ 
tained  for  each  receivable. 

Travel  Advance  to  Employees. — ^Thls 
account  represents  the  amount  of  travel 
advances  outstanding,  (l.e.,  advanced  to 
employees,  but  not  accounted  for  on  sub¬ 
sequent  expense  reports) »  A  subsidiary 
record  or  subaccount  must  be  maintained 
for  each  employee. 

Accounts  Receivable  Parent  Agency. — 
’This  account  represents  the  amount 
owed  the  recipient  by  its  sponsoring 
organizations.  This  account  will  be  used, 
for  example,  when  the  legal  services  pro¬ 
gram  is  a  delegate  of  a  Community 
Action  Program. 

Investments. — ^Thls  account  represents 
the  carrying  value  of  investments 
in  stocks,  corporate  bonds,  certificates  of 
deposit,  treasury  bills,  etc.  A  subsidiary 
record  should  be  maintained  for  each 
class  of  investment  to  account  for  the 
cost  and  income. 

Deposits. — This  accoimt  represents  the 
amount  of  refundable  deposits  (e.g., 
utilities)  made. 

Prepaid  Expenses. — This  accoimt  rep¬ 
resents  the  amount  of  expenses  paid 
which  apply  to  future  periods.  LSC  has 
determined  that  prepaid  expense  should 
not  be  recorded  unless  the  expense  ap¬ 
plies  to  a  period  more  than  18  months 
from  the  date  incurred  and  the  prepaid 
balance  of  an  individual  item  is  consld- 
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ered  material.  The  recipient  may  choose 
to  record  additional  prepaid  items  out> 
side  this  prescribed  criteria  if  manage¬ 
ment  believes  the  information  Is  needed. 

Land. — Tliis  account  represents  the 
cost  of  land  acquired. 

Building. — This  account  represents  the 
costs  of  constructing  or  acquiring  a 
building  for  office  space. 

Leasehold  Improvements. — ^This  ac¬ 
count  will  Include  the  costs  of  all  Items 
over  $100  Incurred  in  connection  with 
Improving  rental  space  (e.g.,  carpets  and 
new  walls)  which  cannot  be  carried  to 
another  location. 

Furniture.  Fixtures  and  Equipment. — 
This  account  will  Include  the  costs  of 
furniture,  fixtures  and  equipment  items 
costing  more  than  $100  per  unit. 

Law  Library. — This  accoimt  will  ac¬ 
cumulate  the  costs  of  books,  reference 
materials,  and  multiple  volmne  sets  of 
law  book& 

LIABILITIES 

Accounts  Payable. — This  account  rep¬ 
resents  the  amoimt  of  unpaid  vendor 
invoices  on  hand  and  should  be  used  at 
the'  close  of  an  accounting  period  to 
convert  to  accural  basis  accounting.  If 
books  are  maintained  on  the  accural 
basis,  the  account  will  have  a  continuous 
balance. 

Accured  Liabilities. — This  type  of  ac¬ 
count  represents  the  value  of  goods  or 
services  received  for  which  an  invoice 
has  not  yet  been  received.  The  accural 
is  employed  at  the  close  of  an  account¬ 
ing  period  to  record  salaries,  payroll 
taxes,  etc.,  which  are  owed  but  not  paid. 
Separate  accounts  should  be  maintained 
for  accured  salaries,  taxes  ahd  other  mis¬ 
cellaneous  accurals  (e.g.,  utilities  and 
consultant  fees). 

Client  Deposits. — This  account  repre¬ 
sents  the  amount  of  cash  received  from 
clients  for  court  costs,  but  imdisbursed. 
The  balance  must  agree  with  the  escrow 
cash  account  in  the  general  ledger. 

rXTND  BALANCE 

Grant/Contract  Funds. — This  account 
represents  the  cumulative  balance  of 
grant  support  over  expenses.  Each  grant 
or  contr^t  should  have  a  separate  ac¬ 
count  for  each  fimd  balance. 

General  Fund  Balance. — This  account 
represents  the  cumulative  balance  of 
support  over  expense  for  nonrestricted 
source  (e.g.,  private  organization  and 
individual  cmitributions) . 

SUPPORT 

Grants  and  Contracts. — This  account 
represents  the  amount  of  funds  earned 
during  the  accoimtlng  period.  A  separate 
accoimt  should  be  maintained  for  each 
grant  or  contract. 

Contributions. — ^This  account  accumu¬ 
lates  cash  contributions  received  during 
the  accounting  period. 

Donated  Services  and  Items. — This  ac¬ 
count  accumulates  the  value  (see  Section 
2-1  for  method  of  valuing  donated  items) 
of  all  significant  donated  assets  facilities 
and  services  received  during  the  year. 

Interest. — ^This  account  accumulates 
Interest  earned  during  the  year  from 


certificates  of  deposit,  Treasury  bills, 
savings  accounts  and  other  investments. 

Other  Income. — This  account  records 
miscellaneous  incimie  which  cannot  be 
classified  in  any  of  the  accounts  above. 
Where  amoimts  are  significant,  separate 
accounts  should  be  established. 

EXPENSES 

Personnel,  Lawyers. — This  account  ac¬ 
cumulates  the  salaries  of  all  lawyers  en¬ 
gaged  in  working  on  cases  and  litigation, 
and  lawyers  who  carry  out  management 
and  administrative  duties  of  the  pro¬ 
gram. 

Personnel.  Non-Lawyers. — This  ac¬ 
count  acciunulates  salaries  and  wages  of 
all  employees  not  included  above. 

Fringe  Benefits. — This  account  accu¬ 
mulates  the  costs  of  items  such  as  em¬ 
ployer  FICA  taxes,  unemployment  taxes, 
employer  retirement  contributions,  em¬ 
ployer  insurance  payments  and  other 
fringe  benefit  items  offered  by  the  pro¬ 
gram.  Individual  subaccounts  must  be 
maintained  for  each  of  these  items. 

Legal  Consultants. — This  account  ac¬ 
cumulates  the  payments  for  legal  con¬ 
sultants  not  formally  employed  by  the 
program. 

Contract  Service. — This  account  ac¬ 
cumulates  the  costs  of  contracted  serv¬ 
ices  including  auditing  accounting,  and 
special  non-legal  consulting. 

Travel. — This  account  accumulates 
travel  costs  (e.g.,  local  transportation, 
lodging  expenses  while  away  and  air 
fare) .  This  account  should  be  subdivided 
in  accordance  with  the  director’s  needs 
to  control  the  various  elements  of  travel 
costs. 

Space  Costs. — ^This  account  accumu¬ 
late  the  costs  of  rent,  utilities  (such  as 
electricity  and  gas)  and  janitorial  serv¬ 
ice.  Individual  subaccounts  should  be 
maintained  for  each  of  thee  items. 

Consumable  Supplies. — This  account 
accumulates  the  cets  of  office  supplie, 
printing  and  reproduction  supplies,  etc. 

Litigation  Costs. — This  ac<M)unt  accu¬ 
mulate  cets  of  transcripts,  service  of 
preess,  filing  costs  and  any  other  litiga¬ 
tion  cets  paid  by  the  program  and  not 
the  client. 

Rent  or  Lease  of  Equipment. — This 
account  accumulate  all  cets  of  renting 
or  leasing  furniture  and  equipment. 

Depreciation  of  Property. — This  ac¬ 
count  accumulate  the  depreiatlon  ex¬ 
pense  of  furniture,  equipment,  leasehold 
improvements,  etc.,  acquired  by  the 
recipient 

Other  Direct  Expenses. — ^Thls  account 
accumulate  other  mlscellaneoe  ex¬ 
pense  which  cannot  be  classified  in  any 
of  the  accounts  above.  Where  significant 
separate  accounts  should  be  etabllshed 
(e.g.,  repair  and  maintenance  of  equip¬ 
ment,  communication  cets  such  as  tele¬ 
phone.  telegraph  and  petage)  and  ade¬ 
quately  decribed  in  the  financial  state¬ 
ments. 

ASSET  PURCHASES 

Acquisition  of  Property. — ^Thls  account 
accumulates  the  cets  of  all  land,  furni¬ 
ture,  equimnent,  leasehold  Improvements 
and  other  property  ceting  more  than 
$100  that  was  purchased  during  the  year. 


The  account  is  deed  to  the  applicable 
fund  balance  of  the  source  of  funds  used 
to  purchase  the  property.  This  account  is 
the  source  for  the  entry  to  ctq?itallze  all 
property  accounts  as  assets  at  year  end. 

Chapter  3 — Internal  Control 

This  chapter  discusse  the  system  of 
internal  controls  recipients  must  estab¬ 
lish  to  adequately  control  the  financial 
resources  of  the  program. 

3-1  Definition 

Internal  control  is  the  plan  of  organi¬ 
zation  encompassing  the  coordinated 
methods  and  measures  adopted  within 
an  organization  to  safeguard  assets, 
check  the  adequacy  and  reliability  of  ac¬ 
counting  data,  promote  operating  effi¬ 
ciency,  and  encourage  adherence  to  pre¬ 
scribe  management  policies. 

3-2  Characteristics 

In  establishing  an  adequate  system  of 
internal  control  certain  basic  concepts 
must  be  considered.  Although  each  or¬ 
ganization  is  unique  and.  therefore,  any 
control  procedures  must  likewise  be 
unique  and  “custom  made,”  the  following 
characteristics  are  generally  applicable. 

1.  Definition  of  authority  and  respon¬ 
sibility.  The  duties  of  all  personnel  within 
the  organization  should  be  defined  as  to 
specific  responsibilities.  Such  a  delinea¬ 
tion  may  be  fiexible  and  informal  in  a 
small  organization  with  few  employees, 
or  it  may  be  carefully  defined  by  admin¬ 
istrative  manuals  in  a  larger  organiza¬ 
tion.  In  the  accounting  area,  for  exam¬ 
ple,  this  means  that  only  certain  speci¬ 
fied  individuals  may  sign  checks,  approve 
invoices  for  payment,  prepare  grant  and 
contract-  reports  and  prepare  daily  cash 
deposits. 

2.  Segregation  of  duties.  Broadly  con¬ 
sidered,  segregation  of  duties  means  that 
program  and  accounting  functions 
should  be  separated  so  that  no  one  in¬ 
dividual  would  simultaneously  have  both 
the  physical  control  and  the  recordkeep¬ 
ing  responsibility  for  any  asset  (e.g.,  cash, 
client  deposits,  supplies  and  property). 
Within  the  accounting  area,  duties  pref¬ 
erably  should  be  segregated  so  that  no 
one  individual  has  complete  control  over 
any  transaction.  If  this  segregation  is  not 
possible  because  of  the  size  of  the  pro¬ 
gram,  the  work  of  the  accountant  re¬ 
sponsible  for  all  transactions  should  be 
critically  reviewed  and  approved  by  the 
program  director  or  his  delegate. 

3.  Establishment  of  independent 
checks  and  proofs.  Independent  checks 
and  proofs  consist  of  regular  internal 
checks  on  the  recording  of  transactions 
and  the  preparation  of  financial  reports. 
For  example,  a  certain  measure  of  cleri¬ 
cal  accuracy  can  be  accomplished 
through  the  use  of  a  columnar  cash  dis¬ 
bursements  journal  that  is  balanced 
monthly  and  posted  to  the  general  ledger. 
Thereafter,  the  general  ledger  cash  bal¬ 
ance  would  be  reconciled  to  the  monthly 
bank  statement.  An  example  of  an  inde¬ 
pendent  check  would  be  illustrated  when 
a  subledger  of  client  deposits  is  main¬ 
tained,  compared  monthly  to  the  general 
ledger  account  balance,  and  the  accuracy 
of  this  subledger  reviewed  periodically  by 
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an  empl(vee  outside  the  accounting  de¬ 
partment  familiar  with  legal  cases  and 
deposits  received. 

3-3  Primary  Features 

The  following  are  the  basic  Internal 
ccmtrol  features  that  any  L8C  recipient, 
ree^otlless  of  size,  must  establish.  It  Is 
emphasized  that  these  features  represent 
only  the  most  basic  Items  that  must  be 
Incorporated  Into  the  recipient’s  system 
of  Internal  controls.  Once  these  features 
are  Implemented,  recipients  should  begin 
establishing  additional  procedures  to 
provide  greater  control  assurances.  A 
more  complete  checklist  of  potential  In¬ 
ternal  control  procediues  Is  presented  In 
Appendix  0. 

1.  The  rec4>ient  must  have  adequately 
trained  accounting  personnel  competent  to 
properly  document,  record  and  account  for 
funds. 

2.  All  bank  accounts  must  be  authorized 
by  the  Board  of  Directors.  There  must  be 
sulBcient  Justification  for  utilizing  more  than 
one  bank  account.  Any  account  not  used 
must  be  closed  and  the  bank  notified  In 
writing  not  to  process  any  subsequent  trans¬ 
actions. 

5.  AU  cash  receipts  must  be  listed  and  re- 
strlctlvely  endorsed.  Receipts  are  to  be  de¬ 
posited  Intact  on  a  dally  basis. 

4.  All  dlsbxirsements  (other  than  petty 
cash  disbursements)  must  be  made  by  pre¬ 
numbered  checks  stinted  by  an  IndlTldual(s) 
authorlaed  by  the  Board  of  Directors. 

6.  All  disbursements  must  be  supported  by 
vendors'  Invotces  or  other  support. 

6.  Bank  statements  must  be  reconciled 
monthly  to  the  general  ledger  balance  and 
reconciliations  retained. 

7.  Petty  cash  funds  must  be  maintained 
on  an  Imprest  basis. 

8.  The  physical  facilities,  Including  secu¬ 
rity  vaults  and  safe  cabinets  (for  storing 
Investment  certificates,  blank  checks,  gen¬ 
eral  ledger,  subsidiary  ledgers  and  other  Im¬ 
portant  documents)  must  be  adequate. 
Check-writing  machines  should  be  used 
whenever  possible. 

9.  There  must  be'an  organized  filing  system 
for  all  paid  Invoices,  cancelled  checks,  con¬ 
tracts  and  agreements,  reports  to  funding 
Bources,  tax  returns  (with  supporting  work- 
pcqwrs)  and  employee  files. 

10.  There  must  be  fidelity  Insurance  on  all 
Individuals  who  handle  cash,  sign  checks, 
and  have  purchasing  or  other  financial 
req>onslbllltles. 

11.  There  must  be  adequate  books  to  recmrd 
all  transactions.  These  books  must  be  posted 
on  a  current  basis.  Specifically,  a  general 
ledger,  cash  disbursements  journal,  cash 
receipts  Journal,  client  deposit  subledger, 
property  records,  and  Journal  voucher  regis¬ 
ter  must  be  maintained  (see  Section  S-S  for 


further  descriptions  of  these  books  of  ac¬ 
count). 

13.  A  trust  bank  account  must  be  main¬ 
tained  as  a  depository  for  client  funds.  The 
procedures  and  controls  over  this  account 
should  be  as  complete  as  oontn^  estab¬ 
lished  over  regular  bank  accounts.  (See  Sec¬ 
tion  3-2  for  accounting  procedures  related 
to  client  deposits  and  Appwdlz  6  for  specific 
IntMnal  control  features.) 

13.  Detail  subsidiary  records,  such  as  for 
property  and  client  deposits,  should  be  re¬ 
conciled  to  the  general  ledger  balances 
periodically. 

Chaptzr  4 — Costs  aicd  Compliance 

4-1  Criteria 

This  chapter  establishes  criteria  for 
determining  the  eligibility  of  costs  in¬ 
curred  under  LSC  grants  or  contracts. 
Tlie  general  concept  of  eligibility  Is  that 
aU  costs  incurred  by  the  recipient  must 
be  necessary  and  reasonable  for  the  effec¬ 
tive  operation  of  the  program.  Reason¬ 
able  costs  are  defined  as  costs  which  re¬ 
flect  the  actions  of  a  prudent  person 
after  considering  the  circumstances  and 
conditions  at  the  time  the  decislim  was 
made  to  Incur  the  costs. 

4-2  Ineligible  Costs 

As  experience  Is  gained  In  evaluating 
prudent  and  necessary  program  expenses, 
LSC  may  establish  other  criteria  for  in¬ 
eligible  costs.  Until  additional  criteria  fire 
included  In  Uiis  Guide,  the  following  costs 
are  considered  Ineligible: 

1.  Costs  not  sdequately  supported  by  ven¬ 
dors'  Invoices,  payroll  registers  or  other 
documents. 

3.  Costs  that  are  unreasonable  or  unneces¬ 
sary, 

3.  Costs  of  the  following  Items  Incurred 
without  the  prior  written  approval  of  the 
regional  director. 

a.  Consultant  contracts  in  excess  of  $2500. 

b.  Consultant  fees  In  excess  of  $146  per 
day/818  per  hour. 

c.  Purchase  of  a  single  Item  of  equlpn^nt 
in  excess  of  81.000. 

4.  Costs  specifically  excluded  by  the  grant 
or  contract  agreement  or  LSC  regulation. 

(Chapter  5— Financial  Statements  and 
Reports 

This  chapter  discusses  the  annual  and 
Interim  report  requirements  of  recipients 
and  demonstrates  the  statement  formats 
to  be  used. 

5-1  Requirements  and  Format  of 
Quarterly  Financial  Reports 

Each  recipient  Is  required  to  submit 
one  copy  of  Its  quarterly  financial  report 


to  the  Comptroller.  Legal  Services  Oor- 
pora^n.  733  Fifteenth  Street  NW.. 
Wa^lngton,  D.C.  20005,  and  <me  copy  to 
the  appropriate  regional  director  within. 
20  days  after  the  end  of  each  three- 
month  period.  The  quarterly  report  must 
be  signed  by  the  recipient’s  project  direc¬ 
tor  and  chief  financial  officer. 

QUARTERLY  STATEMENT 

At  the  date  this  Guide  was  published, 
the  quarterly  reporting  form  was  still 
being  developed  by  LSC.  When  that  form 
Is  finalized  each  recipient  will  be  sent  a 
copy  to  Insert  In  the  Guide  at  this  loca¬ 
tion. 

5-2  Requirements  and  Format  of 
Annual  Financial  Reports 

Annually,  each  recipient  is  required  to 
submit  three  copies  of  Its  financial  re¬ 
ports  (l.e.,  financial  statements  and  audi¬ 
tors’  supplemental  letter)  to  the  Audit 
Manager  In  the  Comptroller’s  office. 
Legal  Services  Corporation.  733  Fifteenth 
Street  NW..  Washington,  D.C.  20005,  and 
(me  copy  to  the  appropriate  regional  di¬ 
rector  within  90  days  of  Its  year-eniL 
The  financial  statements  are  to  be  ex¬ 
amined  by  an  auditor  and  an  opinion 
expressed  thereon. 

The  responsibility  for  preparing  the 
annual  financial  report  Is  divided  be¬ 
tween  the  recipient  and  Its  auditor. 

RESPONSIBI1.ITT  OT  RECIPIZMT 

a.  Comparative  balance  sheet. 

b.  Ck>mparstlve  statement  of  support  and 
expenses,  and  changes  In  fund  balances. 

c.  Notes  to  financial  statements  disclosing 
principles  of  accounting,  commitments  and 
other  matters  not  obvious  from  the  state¬ 
ments  themselves  deemed  necessary  for  fair 
presentation  and  required  under  generally 
acc^ted  accounting  principles.  In  addition, 
a  note  presenting  a  detail  of  ciq>ltallzed  as¬ 
sets  by  classification  and  funding  source  is 
required. 

d.  Transmittal  of  the  annual  financial  re¬ 
port  to  LSC. 

RZSPONSIBIUTT  OT  ATTDITOS 

a.  Auditors’  report  <hi  the  financial  state¬ 
ments. 

b.  Auditors'  supplementary  letter. 

’The  following  is  the  suggested  format 
for  the  annual  financial  statements. 
Illustrative  financial  statemento  using 
the  accounting  practices  discussed  In 
this  Guide  are  shown  In  Appendices  1, 
2,  and  3.  In  addition,  a  sample  audltorB' 
supidemMxtal  letter  Is  shown  In  Ai>-  ' 
pendlx  4. 
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NOTICES 


(Name  o/  recipient) 

Notts  to  Financial  Statticknts  fos  tbx 
Ybaes  Ended  Dbcbmbbi  81,  197X  and  197Y 

(1)  Bimunary  of  significant  aocounttng 
policies.  (Footnote  should  include  explana¬ 
tion  of  all  the  significant  accounting  policies 
used  by  the  recipient.  See  specific  policies 
outlined  in  Section  3-1  of  t^  Quids.  Ex¬ 
amples  of  the  types  of  Items  to  be  Included 
are:  purpose  and  form  of  entity,  recognition 
of  support,  capitalization  of  fixed  assets, 
depreciation  methods  and  useful  lives,  allo¬ 
cation  of  costs  among  funding  sources.  In¬ 
vestment  valuation,  policies  on  donated 
items  and  services  and  vacation  policy.) 

(2)  Summary  of  funding.  (Footnote 
should  Include  a  description  of  each  mate¬ 
rial  revenue  source  and  any  restrictions  on 
use  of  funds  or  assets,  total  amount  of  funds 
available  from  executed  grants/contracts, 
periods  of  funding  covered  by  such  grants/ 
contracts,  and  a  summary  of  expected  funds 
to  be  received  In  the  future.) 

(3)  Employee  benefits.  (Footnote  should 
Include  a  description  of  any  pension  plan 
or  material  benefits  to  employees  and  should 
be  presented  In  acccu'dance  with  generally 
accepted  accounting  principles.  A  statement 
should  be  made  as  to  whether  the  plans  are 
qualified  as  nontaxable  by  the  Internal  Reve¬ 
nue  Service.) 

(4)  Commitments  and  contingencies. 
(Footnote  should  include  but  not  be  limited 
to  a  description  of  any  lawsuits  or  claims 
which  could  result  in  a  material  liability  or 
any  potential  loss;  description  of  any  mate¬ 
rial  contract  or  lease  commitments  which 
the  recipient  has  entered  Into;  and  other 
commitments  or  contingencies  of  the  re¬ 
cipient  which  should  be  disclosed  in  order 
to  make  the  financial  statements  not  mis¬ 
leading.) 

(6)  Income  taxes.  (Footnote  should  In¬ 
clude  but  not  be  limit^  to  a  description  of 
Federal  and  state  tax  status  of  the  recipient 
including  private  foundation  status.) 

(6)  Management,  general  and  fund  raising 
costs.  (Footnote  should  include  an  estimate 
of  the  managerial,  general  and  administra¬ 
tive,  and  fund  raising  expenses  Incurred  dur¬ 
ing  the  period  when  this  Information  can  be 
obtained  without  undue  clerical  burden.) 

(7)  Previous  year’s  financial  information. 
(The  American  Institute  of  Certified  Public 
Accountants  requires  that  fair  presentation 
of  operations  Include  all  funds  separately. 
The  financial  statement  format  recom¬ 
mended  In  this  Oulde  refiects  totals  only 
for  the  previous  year’s  operations.  Since 
compcuatlve  financial  statements  are  con¬ 
sidered  necessary  by  LSC,  the  following  com¬ 
ment  should  be  Included  in  a  footnote.  "The 
amounts  shown  for  (prior  year)  In  the  ac¬ 
companying  statement  of  support  and  ex¬ 
penses  and  charges  in  final  balance  are  In¬ 
cluded  to  provide  a  basis  for  comparison  and 
present  summarized  totals  only.  Accordingly, 
the  (prior  year)  amounts  are  not  Intended 
to  present  all  Information  necessary  for  a  fair 
presentation  In  accordance  with  generally 
accepted  accounting  prlndplee. 

(8)  Nonrecurring  Items.  (Footnote  should 
disclose  any  material  Item  of  support  or  ex¬ 
penses  which  would  not  normally  be  ex¬ 
pected  to  recur  In  the  foreseeable  future.) 

(9)  Related  party  transactions.  (Footnote 
should  disclose  all  financial  transactions  of 
the  recipient  with  related  parties  such  as 
directors  and  officers.) 

•  •  •  •  • 

Mott. — These  footnotes  are  merely  ex¬ 
amples  of  probable  Items  which  should  be 
part  of  the  financial  statements  and  are  not 
to  be  considered  Inclusive  and/or  required 
in  all  circumstances.  The  appropriate  disclo¬ 
sure  determination  must  be  made  for  each 
program  individually. 


CBApm  8 — ^Atrom 
e-1  Audit  Requirement 

Congress  has  granted  IBC  authority  to 
require  anmiai  financial  examinations  of 
recipients  of  LSC  financial  assistance. 
Specifically,  section  1009(c)  (1)  of  the 
Act  states: 

The  Corporation  shall  conduct  or  require 
each  grantee,  contractor,  person  or  entity 
receiving  financial  assistance  under  this  title 
to  provide  for  an  annual  financial  audit.  The 
report  of  each  such  audit  shall  be  maintained 
for  a  period  of  at  least  five  years  at  the  prin¬ 
cipal  office  of  the  Corporation. 

Under  this  authority,  LSC  requires 
each  recipient  to  arrange  an  annual 
audit  of  its  financial  statements.  Finan¬ 
cial  statements  are  required  to  be  pre¬ 
pared  in  accordance  with  generally  ac¬ 
cepted  accounting  principles.  In  an  effort 
to  obtain  uniformity  of  recipients’  finan¬ 
cial  reporting,  LSC  has  reviewed  current 
accounting  practices  and  recommended 
in  Section  2-1  of  this  Guide,  certain  gen¬ 
erally  accepted  accounting  principles  for 
recipients  to  follow.  The  recommended 
principles  are  reflective  of  current  trends 
in  the  accounting  practices  for  nonprofit 
organizations.  The  auditor  should  review 
this  Guide  for  familiarity  with  the 
recommended  principles  and  the  specific 
reporting  requirements  prescribed  by 
LSC. 

6-2  Audit  Standards 

The  selection  of  an  auditor,  together 
with  contracting  tor  auditing  services,  is 
the  responsibility  at  the  recipient  (see 
Section  8-12  for  a  sample  contract) .  Re¬ 
cipients  may  be  examined  by  auditors 
employed  by  Federal,  state  or  local  gov¬ 
ernmental  imits  or  by  public  accountants. 
Public  accoxmtants  must  be  independent 
certified  public  accoimtants  or  independ¬ 
ent  licensed  public  accountants — li¬ 
censed  public  accoimtcmts — licensed  on 
or  before  December  31,  1970 — who  are 
certified  or  licensed  by  a  regulatory  au¬ 
thority  of  a  state  or  other  political  sub¬ 
division  of  the  United  Stat^. 

Receipients  shall  not  select  any  auditor 
to  conduct  an  examination  who  is  not  in 
fact  independent,  as  defined  in  Section 
220  of  the  American  Institute  of  Certified 
Public  Accountants’  booklet  entitled 
’’Statement  cm  Auditing  Standards  Num¬ 
ber  1”  (SAS).  That  pronouncement 
states  that  ’’to  be  recognized  as  inde¬ 
pendent,  he  (the  auditor)  must  be  free 
from  any  obligation  to,  or  Interest  in, 
the  client,  its  management,  or  its  own¬ 
ers.” 

Recipients  are  not  required  to  obtain 
approval  from  LSC  before  engaging  an 
auditing  firm.  LSC  does,  however,  reserve 
the  right  to  preclude  the  appointment  of 
an  accounting  firm  If  experience  has 
shown  the  firm’s  work  to  be  unsatis¬ 
factory. 

6-30  Audit  Objectives 

The  objectives  of  the  examination  are 
to  determine  whether: 

1.  The  ftccounting  system  and  related  In¬ 
ternal  controls  of  the  recipient  are  operating 
effectively,  and  adequate  records  are  being 
maintained. 


3.  Costs  Incurred  are  reasonable,  applicable 
to  the  legal  assistance  program  and  eligible 
under  LSC  requirements. 

8.  The  financial  statements  fairly  present 
the  financial  position  and  results  of  opera¬ 
tions  In  accordance  with  generally  accepted 
accounting  principles  applied  on  a  consistent 
basis  with  preceding  periods. 

6-4  Scope  of  Audits 

The  scope  of  each  audit  will  Include  an 
examination  of  the  records  and  tests  of 
transactions  sufficient  to  enable  the 
auditor  to  express  an  (Hiinion  whether 
the  financial  statements  present  fairly 
the  financial  position,  result  of  opera¬ 
tion,  and  changes  in  fund  balances  of  the 
recipient  in  conformity  with  generally 
accepted  accounting  principles  for  the 
acounting  period  under  audit.  While  the 
audit  scope  is  determined  to  meet  this 
objective,  it  must  also  include  sufficient 
tests  to  insure  that  (a)  costs  are  eligible 
imder  the  LSC’s  criteria  discussed  in 
Chapter  4  of  this  Guide,  and  (b)  the  re¬ 
cipient  is  in  compliance  with  the  ac¬ 
counting  terms  and  conditions  of  the 
contract  or  grant.  It  is  not  intended, 
however,  that  the  auditor  should  in¬ 
crease  his  scopes  for  these  items  above 
the  scope  necessary  to  issue  an  (^linion 
on  the  financial  statements  unless  sig¬ 
nificant  exceptions  are  encountered. 

If  the  auditor  has  a  question  about  any 
item  in  this  Guide,  it  should  be  directed 
to  the  attention  of  the  Audit  Memager  in 
the  LSC  Comptroller’s  Office,  Washing¬ 
ton,  D.C. 

6-5  Auditors’  Reports 

As  discussed  throughout  this  Guide, 
the  primary  objective  of  the  auditor’s  ex¬ 
amination  is  the  expression  of  an  opinion 
on  the  recipient’s  financial  statements. 
Specifically,  the  auditor’s  opinion  must 
cover  the  following  financial  statements 

1.  Comparative  balance  sheet. 

2.  Comparative  statement  of  support 
and  expenses,  and  changes  in  fund 
balances. 

3.  Related  footnotes  to  the  financial 
statements. 

In  addition  to  rendering  his  opinion  on 
the  financial  statonents,  the  auditor  is 
required  to  issue  a  supplemental  letter. 
The  supplemental  letter,  which  must  be 
Butoiitt^  separately  from  the  financial 
statements,  is  designed  to  provide 
greater  insights  into  the  recipient’s  fi¬ 
nancial  manag«nent  than  ncnvAlly  re¬ 
flected  in  financial  statements.  The  let¬ 
ter  is  Intended  for  management  and  LSC, 
and  would  not  normally  have  any  wider 
distribution.  ’The  auditor  may  wish  to 
restrict  its  distribution  to  the  above 
psuties.  Ihe  auditor  must  comment  in 
the  supplonental  letter  on  the  following 
specific  items  to  the  extent  they  are  ob¬ 
served  within  the  scope  of  this  examina¬ 
tion. 

1.  Deficiencies  noted  in  the  recipient’s 
internal  control  procedures. 

2.  ’The  status  of  the  previous  year’s  In¬ 
ternal  control  comments. 

3.  Significant  and  unusual  transac¬ 
tions  of  the  recipient  during  the  year. 

4.  Compliance  with  the  financial  and 
accounting  conditions  of  the  contract  or 
grant. 
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5.  Whether  the  costs  incurred  during 
the  period  are  eligible  for  reimburse- 
ment. 

In  addition  to  the  auditor’s  comments 
on  the  preceding  items,  the  supplemental 
letter  must  also  contain  the  following 
exhibits, 

1.  A  summary  of  questioned  costs 
noted  and  the  recipient’s  comments 
thereon. 

2.  A  comi>arison  of  the  actual  costs 
charged  to  the  LSC  fund  during  the 
audit  period  to  the  approved  budget. 

The  second  exhibit  required  above  Is 
intended  for  information  only  and 
should  not  be  considered  an  additional 
compliance  requirement.  The  LSC  com¬ 
mitment  to  a  recipient  is  for  a  total 
amount.  The  grant/contract  budget  by 
cost  category  is  a  guide  for  efiflcient  fi¬ 
nancial  management  of  the  program 
and  is  not  intended  to  restrict  a  recipi¬ 
ent’s  use  of  LSC  funds  beyond  the  total 
commitment. 

6-6  Auditors’  Opinion 

It  is  expected  that  a  standard  un¬ 
qualified  opinion  on  the  recipient’s  fi¬ 
nancial  statements  will  be  rendered  by 
the  auditor.  If,  it  is  believed  that  an  un¬ 
qualified  opinion  cannot  be  rendered,  the 
auditor  must  notify  the  Audit  Manager 
in  the  LSC  Comptroller’s  Office  in  Wash¬ 
ington,  D.C.  of  the  circumstances  pre¬ 
cipitating  a  qualified  opinion. 

6-7  Comments — Internal  Control 
Checklist 

The  second  standard  of  field  work  ex¬ 
pressed  in  SAS  1  is  as  follows: 

There  Is  to  be  a  proper  study  and  evalua¬ 
tion  of  the  existing  Internal  control  as  a 
basis  for  reliance  thereon  and  for  the  de¬ 
termination  of  the  resultant  extent  of  the 
tests  to  which  auditing  procedures  are  to  be 
restricted. 

The  requirements  of  this  Guide  are  not 
intended  to  increase  the  auditors’  study 
and  evaluation  of  internal  control  pro¬ 
cedures  beyond  that  contemplated  by 
Section  320  of  SAS  1. 

The  internal  control  checklist  included 
in  Appendix  6  is  one  tool  for  the  auditor 
to  utilize  in  his  review.  ’Hie  checklist 
was  not  intended  to  alter  the  scope  of 
the  auditor’s  review  or  to  supplant  his 
Judgment  and  it  certainly  does  not  re¬ 
lieve  him  of  the  responsibility  for  pos¬ 
sessing  a  complete  understanding  of  the 
requirements  of  adequate  internal  con¬ 
trol  procedures.  ’The  checklist  has  been 
worded  so  that  affirmative  answers  indi¬ 
cate  the  recipient’s  controls  are  ade¬ 
quate.  It  is  also  recognized  that  not  all 
questions  may  be  applicable  to  a  recipi¬ 
ent. 

6-9  Financial  and  Accounting 
Compliance  Checklist 

The  following  checklist  is  prepared  to 
assist  the  auditor  In  reviewing  the  re¬ 


cipient’s  compliance  with  the  financial 
and  accounting  conditions  of  its  LSC 
grant  or  contract.  Items  of  noncompli¬ 
ance  noted  on  this  checklist  must  be  dis¬ 
cussed  with  recipient’s  management  and 
Included  in  the  auditors’  supplemental 
letter. 

I.  General 

A.  Have  all  quarterly  financial  reports  been 
prepared  and  filed  with  LSC  within  20  days 
after  the  quarter’s  end? 

B.  Has  the  recipient  satisfactorily  corrected 
all  prior  noncompllance  comments  with  re- 
pect  to: 

(1)  Internal  control  deficiencies. 

(2)  Financial  and  accounting  compliance 
with  the  grant  or  contract  agreement. 

(3)  Questioned  costs. 

C.  Is  the  recipient  exempt  from  Federal 
Income  taxes  under  section  501(c)  (8)  of  the 
Internal  Revenue  Code  of  1954?  Further,  has 
the  recipient  applied  for  and  received  a  de¬ 
termination  that  It  Is  not  a  “private  founda¬ 
tion”  under  section  509(a)  of  the  Internal 
Revenue  Code? 

D.  Has  the  applicable  state  income  tax 
exemption  been  obtained? 

E.  Has  the  recipient  received  exemption 
from  sales  taxes  where  avaUable? 

F.  For  recipients  who  have  elected  to  with¬ 
hold  and  pay  FICA  taxes  was  a  certificate 
(form  SS-15)  waiving  exemption  from  FICA 
taxes  recelv^  from  the  Internal  Revenue 
Service? 

Q.  Where  the  audit  is  not  being  performed 
on  the  entire  c^eratlons  of  the  recipient,  has 
LSC  approved  a  limited  examination? 

H.  If  the  program  had  proceeds  from  the 
sale  of  assets  during  the  year  In  excess  of 
>500,  was  the  disposition  of  these  funds 
approved  by  the  regional  director? 

n.  Ineligible  Costs 

A  Has  the  recipient  incurred  costs  not 
adequately  supported  by  vendors'  invoices, 
payroll  registers  or  other  documents? 

B.  Are  there  costs  that  are  unreasonable 
or  unnecessary?  (These  costs  are  by  nature 
a  matter  of  Judgment.  When  reported  by  the 
auditor,  they  should  be  accompanied  by  an 
adequate  explanation  of  the  nature  and  cir¬ 
cumstances  surrounding  the  expenditure.) 

C.  Have  any  of  the  following  Items  been 
Incurred  without  the  prior  written  approval 
of  the  regional  director? 

(1)  Consultant  contracts  in  excess  of 
92500. 

(2)  Consultant  fees  in  excess  of  $145  per 
day/$18  per  hour. 

(3)  Purchase  of  a  single  Item  of  equipment 
In  excess  of  $1,000. 

D.  Were  any  costs  tnciured  which  were 
specifically  excluded  by  the  grant  or  con¬ 
tract  agreement? 

in.  Travel:  Are  travel  expenses  Incurred 
in  compliance  with  the  recipient's  proce¬ 
dures  and  do  they,  in  the  opinion  of  the 
auditor.  iq>pear  reasonable  In  relation  to  the 
program's  operations? 

IV.  Internal  Control:  Has  the  recipient 
Implemented  and  followed  accounting  proce¬ 
dures  adequate  in  the  circumstances,  as  sum¬ 
marized  in  Chapter  3 — Internal  Control,  and 
Appendix  6 — Accounting  Procedures  and  In¬ 
ternal  Control  Checklist? 

(f-9  Suggested  Format — Auditors* 
Supplemental  Letter 


(/fame  of  recipient) 


RzciPiKirr  Numbez  _ _ — Auditors' 

COKMXNTS  roa  THZ  Tzaa  Ended  Dxckm- 

bzs31.  19 _ _ 

(Date  of  report) . 

To  the  Board  of  Directors. 

(Name  of  recipient) :  We  have  examined 
the  financial  statements  of  (name  of  recipi¬ 
ent)  for  the  year  ended  December  31.  19 _ _ 

and  have  Issued  oiv  report  thereon  dated 
(date  of  audit  report).  As  a  part  of  our 
examination,  we  reviewed  and  tested  the 
Recipient's  system  of  internal  accounting 
control  to  the  extent  we  considered  necessary 
to  evaluate  the  system  as  required  by  gen¬ 
erally  accepted  auditing  standards.  Under 
these  standards  the  purpose  of  such  evalua¬ 
tion  Is  to  establish  a  basis  for  reliance  thereon 
In  determining  the  nature,  timing,  and  ex¬ 
tent  of  other  auditing  procedures  that  are 
necessary  for  expressing  an  opinion  on  the 
financial  statements. 

The  objectives  of  Internal  accounting  con¬ 
trol  Is  to  provide  reasonable,  but  not  abso¬ 
lute,  assurance  as  to  the  safeguarding  of 
assets  against  loss  from  unauthorized  use  or 
disposition,  and  the  reliability  of  financial 
records  for  preparing  financial  statements 
and  maintaining  accountability  for  assets. 
The  concept  of  reasonable  assurance  recog¬ 
nizes  that  the  cost  of  a  system  of  Internal 
accounting  control  should  not  exceed  the 
benefits  derived  and  also  recognizes  that  the 
evaluation  of  these  factors  necessarily  re¬ 
quires  estimates  and  Judgments  by  manage¬ 
ment. 

There  are  Inherent  limitations  that  should 
be  recognized  In  considering  the  potential 
effectiveness  of  any  system  of  Internal  ac¬ 
counting  control.  In  the  performance  of  most 
control  procedures,  errors  can  result  from 
misunderstanding  of  Instructions,  mistakes 
of  Judgment,  carelessness  or  other  personal 
factors.  Control  procedures  whose  effective¬ 
ness  depends  upon  segregation  of  duties  can 
be  circumvented  by  collusion.  Similarly,  con¬ 
trol  procedures  can  be  circumvented  Inten¬ 
tionally  by  management  with  respect  either 
to  the  execution  and  recording  of  transac¬ 
tions  or  with  respect  to  the  estimates  and 
Judgments  required  In  the  preparation  of 
financial  statements.  Further,  projection  of 
any  evaluation  of  Internal  accounting  con¬ 
trol  to  future  periods  Is  subject  to  the  risk 
that  the  procedures  may  become  Inadequate 
because  of  changes  in  conditions  and  that 
the  degree  of  compliance  with  the  proce¬ 
dures  may  deteriorate. 

Our  study  and  evaluation  of  the  Recipi¬ 
ent's  system  of  Internal  accounting  control 
for  the  year  ended  December  31,  19XX, 
which  was  made  for  the  purpose  set  forth 
In  the  first  paragraph  above,  would  not 
necessarily  disclose  all  weaknesses  In  the 
system.  However,  such  study  and  evaluation, 
which  Included  the  procedures  specified  In 
the  Legal  Services  Corporation  “Audit  and 
Accounting  Guide  for  Recipients  and  Audi¬ 
tors”  ("Guide”)  Issued  In  August  1976,  dis¬ 
closed  the  following  conditions  that  we  be¬ 
lieve  to  be  weaknesses.  (Describe  weak¬ 
nesses — sample  format  la  shown  below.) 

1.  Certain  deficiencies  In  Internal  control 
procedures  were  noted  as  follows: 

a.  Material  weaknesses — 

1, 

2. 

8. 

b.  Additional  weaknesses— 

1. 

a. 
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3. 

2.  Biguiflcant  and  unusual  transactions 
noted  during  the  accounting  period  are  as 
follows. 

a. 

b. 

o. 

3.  The  recipient  Is  In  compliance  with  ttie 
financial  and  accounting  conditions  of  tbe 
grant/con  tract  except  as  follows. 

a. 

b. 


«. 

4.  Cost  incurred  under  the  l£iC  grant  con¬ 
tract  wore  reviewed  by  us  In  accordance  with 
generally  accepted  auditing  standards  to  the 
extent  such  costs  came  within  the  scope  of 
our  work  necessary  to  issue  an  (pinion  on 
the  financial  statements.  As  a  result  oi  the 
examination,  $  of  costs  have  been  ques¬ 
tioned  and  listed  in  Exhibit  I  as  not  being 
In  accordance  with  the  criteria  of  Chapter  4 
of  the  Ouide  or  with  the  contractual  terms  of 


5.  The  recipient  has  corrected  the  prev  ioiiK 
year's  comments  except  as  follows. 

a. 

b, 

e. 

•  •  •  •  • 

This  letter  of  comments  is  furnished  solely 
for  the  information  of  management  and 
Legal  Services  Corporation  and  is  not  to  be 
used  for  any  other  purpose. 

Very  truly  yotirs. 


the  LSC  grant  /contract.  . 


Exhibit  2 

NAME  OF  RECIPIENT 

emiMARY  OF  QUESTIONED  COSTS  AND  COMMENTS  OF  OFFICIALS 
JANUARY  1.  19XX,  TO  DECEMBER  31,  19XX 


Ccets  Questioned  (Description) 


Funding 

Amount  Source  Comments  of  Officiale  ^ 


1. 


t 


2. 


9. 


Total  $ 

CfSBssssssas 


Vot*  -  This  schedule  is  to  include  costs  incurred  from  any  funding  source  If  it  does  not 

Eeet  the  general  requirements  for  Federal  and  LSC  funding.  Also,  during  the  auditor's 
normal  testing  of  disbursements,  costs  charged  directly  to  the  LSC  fund  should  be 
reviewed  for  specific  propriety  in  accordance  with  criteria  of  Chapter  4  or  speclfio 
grant/contract  conditions.  It  is  not  intended  that  the  auditor  Increase  his  audit  . 
scopes  beyond  that  necessary  to  issue  an  opinion  on  the  financial  statements  (i.e.g 
only  those  costs  noted  during  the  normal  audit  work).  The  auditor's  scopes  Should 
be  expanded;  however,  if  normal  tests  reveal  significant  exceptions. 
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Ishtblt  IX 


(mar  or  morpixKT) 

BWcrrgwT  MPOTM  xxrxxt 

at  poara  tmmwn  wider  tiw  legal  s8ryt«m  rntmAsamu/t  coupAnKp  to  Bcaaf 

wt  m  M«»)  JAiromr  i.  i9xr  tmmt  waaiiwR  n.  iwx 


(ilBudget  CateRory 

(2)Tnltlat 
Approved 
.  Budget- 

(3) 

Aaendaents 

and 

Adjaetiaentf 

Reporgraanlng  of 

Prior  Year's 

Excess  (Deficit)  Total 

Fund  Balance  Approved 

Actually 

laourreA 

Aojaial 
Over  (Vader) 
Budget 

Psrsoaaelt 

Lawyers 

Honlavyers 

Fringe  Benefits 

Legal  Consultants 

Contraot  Services 

Travel 

Space 

Consunable  Supplies 

f 

• 

•  f 

t 

• 

Rent  or  lease  of 
Xqulpnent 

Other  Direct  Expenses 

(l)Aoqulsltloa  of 
Property 

$ 

f 

1  t 

BscaasaaBao  aaaaaaaaaaa 

$ 

• 

(1)  Include  eo3t  of  equipment,  property  end  lav  library  purchased  during  the  period,  exclude  any  depreolatlon. 

(2)  In  eases  where  the  eeeountlng  period  being  audited  la  different  from  the  grant/oontract  period,  pro  rate 

portloijs  of  the  budget  eorrespendlng  to  the  accounting  period  should  be  used. 

(^)  Explain  nature  of  other  adjustment. 

(4)  At  the  date  this  Guide  was  publ'lshed,  LSC  had  not  made  e  final  determination  as  to  the  budget  oategorles 
to  be  used.  Thla  exhibit  should  be  prepared  using  the  actual  oategorles  contained  in  the  LSC/reelplent 
budget  documents.  If  the  budget  categories  differ  significantly  from  the  financial  statement  captions, 
than  a  reconciliation  should'  be  Included  herein. 


6-tO  Documents  to  be  Furnished  The 
Auditor 

Before  conlmenclng  the  examination, 
the  auditor  should  arrange  for  the  recipi¬ 
ent  to  furnish  the  following  reference 
materials  required  to  perform  the  audit. 

1.  Copies  of  aU  grants  and  contracts  (In¬ 
cluding  any  modifications,  attachments, 
amendments,  and  all  general  and  special 
provisions) . 

2.  A  copy  of  the  recipient’s  LSC-approved 
operating  budget,  and  amendments,  if  any. 

3.  A  copy  of  the  prior  year's  audit  report 
and  auditors'  supplemental  letter  (if  other 
auditors  were  engaged) . 

4.  A  copy  of  all  pertinent  grant  and  con¬ 
tract  instructions,  handbooks  and  other 
directives. ' 

6.  Copies  of  all  correspondence  affecting 
financial  considerations  of  the  recipient's) 
grants  and  contracts.  * 

6.  Copies  of  the  recipient’s  financial  re¬ 
ports  for  the  current  accounting  period. ' 


7.  Copies  of  all  reports  submitted  to  L8C 
during  the  accounting  period  In  accordance 
with  the  recipient's  grants  and  contracts. 

8.  The  names  and  locations  of  each  of  the 
recipient's  operating  locations. 

9.  Copies  of  all  other  contractual  agree¬ 
ments. 

10.  A  eopy  of  the  recipient's  Federal  amd 
State  Income  tax  and  sales  tax  (If  any)  ex¬ 
emption  certificates. 

11.  A  copy ‘of  the  minutes  of  the  Board  of 
Directors,  and  If  applicable.  Executive  Com¬ 
mittee,  meetings  during  the  accounting 
period. 

13.  A  copy  of  the  recipient's  articles  of  In¬ 
corporation.  bylaws  and  any  amendments 
thereto. 

18.  A  listing  of  allocation  procedures  used 
to  allocate  costs  among  funding  sources. 

14.  A  copy  of  the  recipient's  chart  of  ac¬ 
counts. 

16.  A  oopy  of  the  Legal  Services  Corpora¬ 
tion  Act. 

18.  Copies  of  any  audit  reports  from  fund¬ 
ing  sources. 


17.  A  copy  of  prior  year’s  Federal  tax  re¬ 
turn  (form  990) . 

6-11  Confirmations  to  LSC 

As  part  of  the  audit  procedures,  each 
auilltor  should  confirm  the  financial  de¬ 
tails  of  the  LSC  grant/contract  with  the 
Comptroller  of  LSC  in  Washington,  D.C. 
and  the  grant  or  contract  budget  in¬ 
formation  with  the  regional  director  of 
LSC.  The  following  sample  confirma¬ 
tion  letters  wifi  be  satisfactory  for  these 
purposes. 

COMPTBOLLEK. 

Legal  Services  Corporation. 

733  ISth,  Street  MW., 

Washington.  D.C.  20005. 

Deas  Sir:  Our  auditors - 

(Insert  name  of  firm) 
are  now  engaged  In  an  examination  of  our 
financial  statements.  In  connection  there¬ 
with,  they  desire  to  confirm  the  following 
information  relating  to  our  grant/contract 
with  you  during  the  period _ to _ _ 
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Actions 

Total 

_  7B-1 

76-2 

71-8 . 

_  t _ 

8-. . 8 _ 

_ 8-  .  _ 

PerM  covered  by  action....... . . . . . . . . 

PaymenU  dnrinc  tbc  period  ... 

...  to _ : 

Check  date 

Check  amount 

Related  aetlao 

No. 

j . 

2 . 

S . 

4  . 

5  . 

• . 

7  . 

8  . 

* . 

M . 

11 . 

12 . 

Total 


Please  Indicate  In  the  space  provided  belov  whether  the  Information  above  Is  In  agree¬ 
ment  with  your  records.  After  signing  and  dating  your  reply,  please  return  It  directly  to 

_ _ _  A  stamped,  addressed  envelope  is  enclosed  for  your  convenience. 

(firm  name  and 
address) 

Very  truly  yours,  - 


-  Program  Director 

To _ :  The  foregoing  Information  Is  In  agreement  with  our  records  with 

(Firm) 

the  following  exceptions  (If  fmy). _ _ _ _ _ _ _ 


Date: 


Regional  Dikectox, 

(Address  of  Regional  Legal  Services  Corpora¬ 
tion  Office) 

Dear  Six:  Our  auditors  ( _ ) 

insert  name  of  firm 


Signed: _ 

TlUe: _ 

are  now  engaged  In  an  examination  of  our 
financial  statements.  In  connection  there¬ 
with.  they  desire  to  confirm  the  following 
budget  data  with  respect  to  our  grant/oon- 
tract  during  the  period _ to _ _ 


’  • 

inni«i  apiHOved  (1)  Amendments  Reprograming  of 
budget  and  adjustments  prior  year’s  funds 

Total 

approved 

Personnel  (2) . . 

Fringe  benedta _ 

Legfu  consultants . 

. 8 

$ 

$  $ 

Travel . . . . 

Space . . 

Rent  or  lease  of  equipment.. . 

Purchase  of  property . . . 

Other  direct  eipenses _ _ 

. — . 

Total . . . 

Please  Indicate  In  the  space  provided  below 
whether  the  Information  above  Is  In  agree¬ 
ment  with  your  records.  After  signing  and 
dating  your  reply,  please  return  it  directly 
to  (firm  name  and  address) .  A  stamped,  ad¬ 
dressed  envelope  Is  enclosed  for  your  con¬ 
venience. 

Very  truly  yours. 


Program  Director. 

To _ - _ :  The  foregoing  infor- 

(Flrm) 

matlon  is  In  agreement  with  our  records  with  • 
the  following  exceptions  (If  any) _ _ 


Date: _  Signed: _ _ 

Title: . . 

•  •  •  •  • 

(1)  All  amendments  and  adjustments 
should  be  listed  separately. 

(2)  Categories  should  agree  with  budget 
format  to  be  establlsbed  by  L6C. 

6-12  Auditor’s  Contract 

It  is  necessary  that  a  clear  under¬ 
standing  be  present  between  the 
recipient  and  the  auditor  about  (1) 
what  the  auditor  is  engaged  to  do,  and 
(2)  the  extent  of  his  re^nsibility  in 
what  he  is  engaged  to  do.  Any  lack  of  un¬ 
derstanding  between  the  parties  as  to 
either  the  scope  of  the  work  or  the  extent 
of  the  auditor’s  responsibilities  is  a 
potential  source  of  trouble. 

An  understanding  of  the  work  to  be 
performed  and  the  extent  of  responsibili¬ 
ties  can  be  accomplished  through  a 
formal  contract  submitted  by  the  auditor 
to  the  recipient.  An  example  of  an  ac¬ 
ceptable  ccMitract  for  engaging  an 
auditor  is  presented  on  the  following 
pages. 

SAMPLE  AUDITOXS’  CONTRACT 

This  Agreement  Is  entered  Into  on  the 

- _ day  of  - _ ,  10 _ _ _ _  by 

the  _ 


(Pull  namje  of  recipient) 
(hereinafter  called  the  “Program”),  and 


(Pull  name  of  Accountant  or  Accounting 
firm) 

Independent  Public  Accoimtant  (hereinafter 
called  the  “Contractor”) . 

Whereas  the  Program  desires  the  Contrac¬ 
tor  to  conduct  and  perform  an  examination 


/ 
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of  the  financial  statements  of  the  Program  as 
of  _  and  for  the  year  enmiig 

Novr,  therefore,  the  Program  and  the  Con¬ 
tractor  do  mutually  agree  as  follows: 

1.  The  Contractor  shall  examine  the 

financial  statements  of  the  Program  for  the 
year  ending _ _  19 _ _  In  accord¬ 

ance  with  generally  accepted  auditing  stand¬ 
ards  and  the  auditing  and  reporting  provl- 
Recipients  and  Auditors”  dated  August  1976 
by  Legal  Services  Corporation.  The  audit  per¬ 
formed  shall  be  sufficient  In  scope  to  enable 
the  Contractor  to  express  an  opinion  In  the 
audit  report  on  the  financial  statements. 
Auditing  procedures  will  Include,  among 
other  things,  tests  of  documentary  evidence 
supporting  the  transactions  recorded  In  the 
accounts  as  well  as  a  general  review  of  the 
system  of  Internal  control  and  the  account¬ 
ing  procedures  as  a  basis  for  determining  the 
scope  of  the  Contractor’s  work.  This  work  will 
be  based  primarily  upon  selected  sampling 
and  tests  of  the  accounting  records.  While 
certain  types  of  defalcations  and  similar  ir¬ 
regularities  may  occasionally  be  disclosed  by 
examinations  of  this  type,  they  are  not 
designed  for  that  purpose  and  will  not  afford 
assurance  that  defalcations,  etc.,  will  be  un¬ 
covered.  However,  If  any  Irregularities  come 
to  the  attention  of  the  Contractor,  they  will 
be  promptly  reported  to  the  Program’s  direc¬ 
tor  and  Legal  Services  Corporation’s  Audit 
Manager. 

2. The  Program  agrees  to  provide  assistance 

to  the  Contractor  such  that  the  audit  report 
shall  be  submitted  within  90  days  after 
. 19 . 

3.  The  Contractor  will  also  be  responsible 
for  the  preparation  of  the  Program’s  Federal 
information  return  (form  990).  ’The  Contrac¬ 
tor  does  not  have  responsibility  for  any  other 
tax  returns. 

4.  The  Program  agrees  to  pay  the  Contrac¬ 
tor  as  compensation  for  the  services  men¬ 
tioned  herein  a  fee  computed  according  to 
the  Contractor’s  normal  hourly  rates.  It  is 
estimated  that  the  fee  for  the  year  ended 

_ _  19 _ _  will  not  exceed  $ - - 

unless  approved  In  advance  of  actual  incur¬ 
rence  by  the  Program’s  director. 

6.  The  Contractor  certifies  that  Its  prin¬ 
cipal  officers,  owners  or  members  are  Inde¬ 
pendent  Certified  Public  Accountants  and/ 
or  Independent  Licensed  Public  Accountants 
licensed  on  or  before  December  31,  1970,  who 
are  certified  or  licensed  by  a  regulatory  au- 


thoHty  of  a  State  or  other  political  subdivi¬ 
sion  of  the  United  States. 

6.  The  Contractor  shall  not  discriminate 
against  any  employee  or  applicant  for  em¬ 
ployment  because  of  race,  color,  reglllon,  sex, 
age,  or  national  origin.  The  Contractor  shall 
take  affirmative  action  to  insure  that  appli- 
'cants  are  employed,  and  employees  are  treated 
during  employment,  without  regard  to  race, 
,  color,  religion,  sex,  age,  or  national  origin. 

Such  action  shall  Include,  but  not  be  limited 
to,  the  following:  employment,  upgrading, 
demotion,  or  transfer;  recruitment  or  recruit¬ 
ment  advertising:  layoff  or  termination;  rates 
of  pay  or  other  forms  of  compensation;  and 
selection  for  training.  Including  apprentice¬ 
ship.  The  Contractor  will,  in  all  solicitations 
or  advertisements  for  ec^ployees  placed  by 
or  on  behalf  of  the  Contractor,  state  that  all 
qualified  applicants  will  receive  consideration 
for  employment  without  regard  to  race,  color, 
religion,  sex,  or  national  origin. 

7.  It  is  understood  that  the  funds  for  this 
contract  are  supplied  by  the  Legal  Services 
Corporation  which  Is  entitled  to  all  reports 
and  relevant  information  furnished  the  Pro¬ 
gram’s  management  and  Board  of  Directors. 

8.  For  a  period  of  five  years,  the  Contractor 

shall  make  Its  work  papers,  records,  and  other 
evidence  of  the  audit  available  to  the  Legal 
Services  Corporation,  and _ _ 

(Program’s  name")^ 

In  witness  whereof,  the  Program  and  the 
Contractor  have  executed  this  Agreement  the 
day  and  year  first  above  written. 


(Program.) 
By . 


(Name  of  Independent 
Public  Accountant) 

By . 

6-J3  Exit  Conference 

Upon  completion  of  the  field  work,  the 
auditor  must  hold  a  closing  or  “exit” 
conference  with  senior  officials  of  the 
recipient  to  discuss  the  comments  to  be 
included  in  the  supplemental  letter.  The 
officials  in  attendance  should  include,  at 
least,  the  official  designated  by  the  Board 
of  Directors  to  receive  the  audit  results, 
the  Executive  Director  and  a  senior  fi¬ 
nancial  officer  such  as  the  Controller  or 
Chief  Accountant. 


V 


It  is  expected  that  all  points  Included 
in  the  supplemental  letter  will  have  been 
discussed  with  recipient  employees  prior 
to  the  exit  conference.  The  exit  confer¬ 
ence  provides  senior  officials  with  ad¬ 
vance  information  as  a  basis  for  initiat¬ 
ing  action  without  waiting  for  the  final 
report.  It  also  gives  the  auditor  a  final 
opportunity  to  obtain  additional  infor¬ 
mation,  explanations,  or  conunents  which 
may  have  a  bearing  on  his  conclusions. 
A  draft  of  the  supplemental  letter  should 
be  available  for  review  as  the  exit 
conference. 

Appendix  1. — Illustrative  Small  Recipient 
Funded  Entibelt  bt  Legal  Services  Cor¬ 
poration  Annual  Financial  Report 

ABC  Legal  ^Services,  Inc.,  Clearwater,  Ohio 

FINANCIAL  statements  FOB  THE  TEARS  ENDED 
DECEMBra  31,  1B7S  AND  1974  TOGETHER  WITH 
AUDITOR’S  REPORT 

Bill  Jones,  CPA, 

133  Grant  Street. 

Clearwater,  Ohio  44853,  , 

614-468-9535.  March  10.  1976. 

To  THE  Board  of  Directors  of 
ABC  Legal  Services,  Inc.  .. 

I  have  examined  the  balance  sheet  of  ABC 
Legal  Services,  Inc.,  as  of  December  31,  1975, 
and  the  related  statement  of  support  and  ex¬ 
penses  and  changes  In  fund  balances  for  the 
year  then  ended.  My  examination  was  made 
in  accordance  with  generally  accepted  au¬ 
diting  standards  and  accordingly  Included 
such  tests  of  the  accounting  records  and  such 
other  auditing  procedures  as  I  considered 
necessary  In  the  circumstances.  I  have  pre¬ 
viously  made  a  similar  examination  and  have 
reported  on  the  financial  statements  of  ABC 
L^al  Services.  Inc.  for  the  year  ended  De¬ 
cember  31,  1974. 

In  my  opinion,  the  accompanying  finan¬ 
cial  statements  present  fairly  the  financial 
position  of  ABC  Legal  Services,  Inc.,  as  of 
December  31,  1975,  and  the  results  of  Its  op¬ 
erations  and  changes  In  fund  balances  for 
the  year  then  ended,  in  conformity  with  gen¬ 
erally  accepted  accounting  principles  applied 
on  a  basis  consistent  with  that  of  the  pre¬ 
ceding  year. 

Bill  Jones, 

CPA. 
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'^'BC  LEGAL  SERVICES.  INC, 

BALANCE  SHEET 
AS  OF  DECEMBER' 31 

A  S  S  E  T  S 


1975- 

1974 

Cash 

$3,000 

$2,800 

Cash  in  escrow  -  client  deposits 

400 

200 

Due  from  Legal  Services  Corporation 

2,500 

2,000 

Property  and  equipment  (net  of  accumulated 
depreciation  of  $1,000  in  1975  and  $500 

in  1974)  (Notes  1  and  8 ) 

2,200 

1,100 

law  library  (Note  9) 

500 

500 

Total 

$8,600 

•  $6,600 

LIABILITIES  AND  FUND  BALANCES 

Accounts  payable. 

$  350 

$  300 

Accrued  payroll 

1,500 

2,Q00 

Payroll  taxes  withheld  and  accrued 

250 

500 

Client  deposits 

400 

200 

Total  liabilities 

Commitments  (Notes  3  and  7) 

2,500 

3,000 

Fund  Balances : 

legal  Services  Corporation  (Note  1) 

3,400 

2,000 

Property,  equipment  and  law  library 

(Note  1) 

2,700 

1,600 

••  W  M  M  M 

Total  fund  balances 

6,100 

3,600 

Total 

$8,600 

$6,600 

csssss 

The  accompanying  notes  are  an  Integral 
part  of  this  statement. 
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■awptf^wrpwKr  AW  tXPBirggg  AKP  CBAiOMlEtWPBAaiTO 
IW  Wt  Tiy  WPBP  ow—  n.  W7»  <rm<)— wpff  WTAtg  WH  ibta 

'  1975 


Legal 

Berviees 

Cornoratioit 

General 

Property 

and 

Egutpsienft 

(Note  5) 

ffffPPORTt 

LSC  eontraet  (Mbtei  1  and  2) 

$100,000 

$  - 

$  - 

$100,000 

$75,000 

Donated  itens  and  aervloea  (Kote  1) 

• 

6,600 

600 

5,000 

6,000 

100,000 

6,600 

- 

105,000 

79,000 

IXPENSSSt 

Personnel  salaries  • 

Lawyers  (Note  1) 

65,000 

6,600 

69,600 

51,000 

Non-lavyers 

10,000 

* 

m 

10,000 

10,000 

75,000 

6,600 

m 

79,400 

61,000 

Fringe  benefits 

5,000 

• 

m 

5,000 

3,000 

Legal  consultants 

3,000 

m 

3,000 

3,000 

Contracts  services 

3,500 

m 

3,500 

2,000 

Travel 

3,300 

m 

3,300 

2,500 

Space 

3,500 

« 

3,500 

2,000 

Consuaeble  supplies 

1,000 

1,000 

1,400 

Rent  or  lease  of  equlpaeni 

1,300 

• 

1,300 

1,100 

Depreciation  of  property  and  equipMht 

- 

• 

500 

500 

400 

Other  direct  expenses 

2,000 

2,000 

1,000 

97,600 

- 

500 

102,500 

77,400 

STn?P0RT  om  KXPEM31S 

2,600 

- 

100 

2,500 

1,600 

omn  CHANGES  IN  FUND  BALANOKS  - 

Acquisition  of  property 

(1,000) 

- 

x,ooo 

- 

- 

FUND  BALANCE,  beginning  of  year 

2,000  ' 

- 

1,600 

3,600 

2,000 

FTIHD  BALANCE,  end  of  year 

$  3,600 

$  - 

$2,700 

$  6,100 

$  3,600 

«SKe$B» 

mauamm 

V 

The  aeoospanylng  notes 

are  an  Integral  part  of  this 

statOBont. 

ABC  Legal  See  vices,  Inc. 

ffotes  to  Financial  Statetnent$  for  the  Yean 
Ended  December  51, 197 S  and  1974 

(1)  Summary  of  significant  accoimtlng 
poUoles 

(a)  Operations — ABC  Legal  Services,  Inc. 
(“ATO")  la  a  nonprofit  corporation  orga* 
nlzed  toe  the  purpose  of  providing  legal  as¬ 
sistance  In  noncrlmlnal  proceedings  or  mat¬ 
ters  to  persons  financially  unable  to  afford 
legal  assistance  in  Clearwater,  Ohio  and  sur- 
roimdlng  area.  ABO  Is  primarily  funded 
through  contracts  from  Legal  Services  Cor¬ 
poration  (“LSC”),  a  nonprofit  corporation 
established  by  Congress  to  administer  the 
Federal  government's  legal  assistance  pro¬ 
gram. 

(b)  Grant  or  Contract  Support — ABC  rec¬ 
ognizes  contract  funds  from  IBC  as  support 
on  a  Btralght-llne  basis  over  the  contract 
period.  Funds  remaining  unused  at  the  end 
of  an  accounting  period  are  recorded  In  the 
IBC  fund  balance.  In  accordance  with  the 
terms  of  Its  contract  from  LBC,  ABC  may  use 
unspent  funds  In  future  periods  as  long  as 
expenses  Incurred  are  In  compliance  with 
the  specified  terms  of  the  L8C  contract,  as 
defined.  U3C  may.  at  Its  discretion,  requeet 
reimbursement  for  expenses  or  return  of  un¬ 
used  funds,  or  both,  as  a  result  of  noncom- 
pllance  by  ABC  with  the  terms  of  the  LSC 
contract.  In  addition.  If  ABC  terminates  Its 
ISC  contract  activities,  all  imused  funds  are 
to  be  returned  to  L80. 


(c)  Property  and  Equipment  Accounting — 
ABC  follows  the  practice  of  capitalizing  all 
expenditures  for  property  and  equipment  In 
excess  of  $100.  LSC  retains  a  reversionary 
Interest  In  the  property  and  equipment  pur¬ 
chased  with  Its  funds,  as  well  as  the  deter¬ 
mination  of  the  use  of  any  proceeds  from 
the  sale  of  such  assets.  Depreciation  of  prop¬ 
erty  and  equipment  as  shown  In  the  accom- 
panjrlng  statement  of  support  and  expenses 
and  changes  In  fund  bslaoes  Is  computed 
on  a  stralght-llne  basis  over  the  estimated 
service  Uvea  of  the  assets.  The  estimated  serv¬ 
ice  life  of  furniture,  fixtures  and  equipment, 
and  leasehold  Improvements  is  five  years. 

(d)  Law  Library — ABC  capitalizes  the  costs 
of  books,  reference  materials,  and  multiple 
volume  sets  of  law  books.  ABC  estimates  the 
salvage  value  of  Its  law  library  approximates 
the  orlgliud  cost  and,  accordingly,  deprecia¬ 
tion  expense  Is  not  recorded. 

(e)  Donated  Property  and  Services — Prop¬ 
erty  donated  to  ABC  Is  recorded  at  Its  market 
value  as  determined  by  the  Board  of  Direc¬ 
tors.  Included  In  the  accompanying  financial 
statements  for  197S  Is  donated  property 
valued  at  $600.  Donated  services  totaled 
$4,400  from  three  local  attorneys  working  on 
a  special  case  and  are  Included  In  personnel 
costs  of  lawyers  in  the  accompanying  fi¬ 
nancial  statement. 

(2)  Summary  of  funding:  ABC’s  contracts 
with  LSC  provided  funding  of  $100,000  and 
$75,000  for  the  grant  periods  calendar  1075 


and  1974  respectively.  ABC  has  been  awarded 
a  $125,000  contract  by  LSC  for  calendar  1076. 

(3)  Commitments:  ABC  has  entered  Into  a 
lease  agreement  for  the  rental  of  office  space. 
Under  the  lease  agreement,  ABC  Is  required 
to  make  annual  lease  payments  of  $5,000 
through  January  1,  1070.  In  addition,  ABO 
has  equipment  rental  leases  of  $1,000  In  1975 
and  1976,  and  $756  In  1077. 

(4)  Income  taxes:  ABC  la  exempt  from 

Federal  Income  taxes  under  section  501(c)  (3) 
of  the  Internal  Revenue  Code  and  from  Ohio 
Income  taxes.  Therefore,  no  provision  has 
been  made  for  Federal  or  Ohio  Income  taxes 
to  the  accompanying  financial  statements.  In 
addition,  ABC  has  been  determined  by  the 
Internal  Revenue  Service  not  to  be  a  "private  , 
foundation"  within  the  meaning  of  section  , 
609(a)  of  the  code.  | 

(5)  1974  financial  Information:  The 

amounts  shown  for  1974  In  the  accompany-  I 
Ing  statement  of  support  afid  expenses  and 
changes  In  fimd  balances  are  Included  to  ' 
provide  a  basis  for  comparison  with  1975  and. 
present  summarized  totals  only.  Accordingly, 
the  1974  amounts  are  not  Intended  to  pre-  ' 
sent  all  information  necessary  for  a  fair  pre-  ) 
sentatlon  In  accordance  with  generally  ac-  1 
cepted  accounting  principles.  | 

(6)  Management  and  general  expenses;  1 
ABC  estimates  Its  management  and  general 
expenses  (which  Include  overall  direction, ' 
accounting,  budgeting,  general  Board  ac¬ 
tivities  and  related  Items)  were  approxl-j 
mately  $25,000  In  1976  and  $18/)00  in  1974. 
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(7)  Vacation  leave:  Accumulated  earned 
vacation  leave  amounting  to  $3^00  at  De¬ 
cember  81,  1070.  Is  not  recorded  In  the  ac¬ 
companying  financial  statements.  If  ac¬ 
cumulated  vacation  leave  had  been  recorded 
at  the  beginning  and  end  of  1076,  expenses 


In  the  statement  of  support  and  expenses 
would  not  have  been  materially  affected. 

(8)  Property  and  equipment:  Property 
and  equipment  with  net  book  values  of 
83,300  in  1976  and  $1,100  In  1974  are  detaUed 
as  follows: 


Panutnre,  fixtures,  aud  equipment. 
Leasehold  improvement... . . 

Leas,  aocnmulated  depreciation . 

Total . 


(9)  Law  library:  ABC’s  law  library  was  ac- 
qtUred  entirely  from  L8C  funds  and  Is  re¬ 
flected  In  the  accompanying  flnancial  state¬ 
ments  at  original  coats. 

•  •  •  •  • 

Notx. — ^Tbese  footnotes  and  accompanying 
flnancial  statements  are  Illustrative  In  natme 
and  should  be  read  In  that  context.  No  L8C 
policies  are  established  herein.  The  appro¬ 
priate  disclosure  determinations  must  be 
made  for  each  program  Individually. 

Appendix  3. — ^Iixusteativx  Mxdium-Sizkd 
Recipient  Funded  bt  Legal  Bebvices  Cob- 

POEATION  AND  OTHERS  ANNUAL  FINANCIAL 

Report 

Economic  Legal  Aid  Corporation,  Richmond, 
Virginia 

FINANCIAL  statements  FOR  THE  TEARS  ENDED 
DBCEdBXR  31,  1S7S  AND  1074  TOGETHER  WITH 
AUDITORS’  REPORT 

Stewart,  Brown  &  Company. 

1200  Elm  Straat,  Richmond.  Virginia 

22133,  703-78S-932S.  March  15.  1976. 


1976 

L8C  grant  Donated  Total  1974 

$1,000  $000  $2,200  -$1,000 

1,000  .  1,000  000 

2,000  000  8,200  1,000 

(900)  (100)  (1,000)  (.600) 

1,700  500  2,200  1,100 


To  THE  Board  of  Dirbctors  op 

Economic  Legal  Aid  Corporation: 

We  have  examined  the  balance  sheet  of 
Economic  Legal  Aid  Corporation,  as  of  De¬ 
cember  31.  1976,  and  the  related  statement 
of  support  and  expenses  and  changes  in  fund 
balances  for  the  year  then  ended.  Our  exam¬ 
ination  was  made  In  accordance  with  gen¬ 
erally  accepted  auditing  standards,  and  ac¬ 
cordingly  included  such  tests  of  the  account¬ 
ing  records  and  such  other  auditing  pro¬ 
cedures  as  we  considered  necessary  In  the 
circumstances.  We  have  previously  made  a 
similar  examination  and  have  reported  on 
the  financial  statements  of  Economic  Legal 
Aid  Corporation  for  the  year  ended  Decem¬ 
ber  31.  1974. 

In  our  opinion,  the  accompanying  flnancial 
statements  present  fairly  the  financial  posi¬ 
tion  of  Economic  Legal  Aid  Corporation  as 
of  December  31,  1976,  and  the  results  of  its 
(^rations  and  changes  In  fund  balances  for 
the  year  then  ended,  In  conformity  with  gen¬ 
erally  accepted  accounting  principles  applied 
on  a  basis  consistent  with  that  of  the  pre¬ 
ceding  year. 

Stewart,  Brown  &  Company. 
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1975, 

1974 

Cash 

Cash  In  Escrow  -  client  deposits 

$18,050 

1,300 

$  8,550 
1,200 

Due  from  Grants  and  Contracts: 

Legal  Services  Corporation 

ACE  Foundation 

20,000 

16,000 

22,000 

17,000 

/ 

Property  and  Equii^ment  -  net. of  accumulated 
amortization  and  depreciation  of  $13,500 
in  1975  and  $6,000  in  1974  (Notes  1  and  11) 
Law  library  (Notes  1  and  12) 

29,000 

3,000 

27,500 

2,500 

Total 

$86];350 

$78,750 

LIABILITIES  AND  FUND 

BALANCES 

Accounts  Payable 

Accrued  Payroll 

Payroll  Taxes  Withheld  and  Accrued 
Other  Accrued  Liabilities 

Client  Deposits 

$10,000 

13,750 

2,600 

6,200 

1,300 

$  6,000 
14,500 

2,750 

6,300 

1,200 

Total  Liabilities 

33,850 

30,750 

Commitments  (Notes  4  9) 

Fund  Balances  (Note  1) :  ^ 

LSC 

General 

Property,  equipment  and  law  library 

13,500  _ 
7,000 
32,000 

8,000 

10,000 

30,000 

Total  Fund  Balances 

52,500 

48,000 

Total 

$86,350 

$78,750 

The  accompanying  notes  are 
part  of  this  statement* 

an  integral 
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tctmcmc  L»c*t  kn  tonfournm 

ftlTtWW  BF  OTPyo^T  *W>  txmsts  Am  CIIA»0I3  IB  »m 
f  Tim  troip  BicniBn  ?i.  197; ,  with  coiifaiutivi  rortia  roti  iw 


»*7J 


- 

LtfaX 

Saralcas 

Corsoratloa 

Orant 

ACK 

fonaSatloa 

Orant 

Raaaralj 

property 

aaS 

Xoulnacnt 

yptal 

ZS2L 

etrpoiTi 

Craaia  ant  teikiraeis 

$600,000 

$196,000 

$  - 

$798,000 

$884,000 

ConirlfeatloBS 

* 

* 

49,000 

• 

49,000 

30,000 

Donaial  Staaa 

* 

• 

20,000 

• 

20,000 

10,000 

Gain  on  salt  of  SQvlpMRt 

- 

• 

- 

1,000 

1,000 

- 

600,000 

198,000 

69,000 

1,000 

864,000 

9?4,0O0 

Upenses: 


lawyers 

3JO,ooo 

110,000 

15,000 

499,000 

445,000 

lloa-lasyers 

po,ooo 

10,000 

90,000 

70,000 

60,000 

960,000 

120,000 

49,000 

929,000 

905,000 

Frlacs  teasfiis  (Hois  3) 

*6,000 

9,500 

2,500 

98,000 

35,000 

Irtcal  csaasltaata  (Mots  8) 

90,000 

• 

• 

90,000 

90,000 

Ceatract  asrrleat 

12,000 

• 

• 

12,000 

40,000 

Taaral 

37,000 

9,000 

9,000 

37,000 

49,000 

•pact  (Kota  4) 

80,000 

40,000 

10,000 

130,000 

120,000 

Coaaaaakla  aappllet 

37,000 

14.900 

9,000 

46,900 

53»000 

Soat  or  laaas  ot  asulpaeat 

6,900 

0,000 

«s 

12,900 

11,500 

Ropraelatloa 

sa 

-  • 

• 

7,900 

7,500 

5,000 

•tbar  Slraet  expenses 

1,000 

900 

900 

2,000 

1,500 

989,900 

199,900 

68,000 

7,900 

860,900 

866,000 

VStTOhl  OVER  (OHOER)  ZXFENSSS 

10,900 

2,500 

(3,000) 

(6,900) 

3,900 

98,000 

09RER  CIUNGES  IK  PDHDSi 

Acquialtlon  of  property 

(5,000) 

(2,500) 

(2,000) 

9,500 

V 

Traacfer  of  paoceeSa  froa  sale  of  etulpaesi 

• 

- 

3,000 

(2,000) 

- 

TWO  BALAHCE,  teglnnlnf  of  year 

8,000 

- 

10,000 

30,000 

48,000 

(10,000) 

FOND  BALAHCE,  snl  of  year  -  ' 

$  13,900 

» 

$  7,000 

*31,000 

*  91,900 

}  48,000 

The  ccconpenySnti  notes  ere 

fv’j  t  ol  1)  is  Dtfttercnt. 

Economic  Legal  Aid  Corporation 

Kates  to  Financial  Statement  for  the  Years 
Ended  December  31. 1975  and  1974 

(1)  Summary  of  significant  accounting 
policies 

(a)  Operations — Economic  Legal  Aid  Cor¬ 
poration  (“ELAC”)  Is  a  nonprofit  corporation 
organized  for  the  purpose  of  providing  legal 
assistance  In  noncrlmlnal  proceedings  or 
matters  to  persons  financially  unable  to  af¬ 
ford  legal  assistance  In  the  Richmond,  Vir¬ 
ginia  and  surrounding  area.  ELAC  is  prin¬ 
cipally  funded  through  contracts  from  Legal 
Services  Corporation  (‘XSC”),  a  nonprofit 
corporation  established  by  Congress  to  ad¬ 
minister  the  Federal  government’s  legal  as¬ 
sistance  program. 

(b)  Contract  and  Orant  Support — ELAC 
recognizes  contract  funds  from  LSC  as  sup¬ 
port  on  the  straight-line  basis  over  the  con¬ 
tract  period.  Funds  remaining  unused  at  the 
end  of  an  accounting  period  are  recorded  In 
the  LSC  fund  balance.  In  accordance  with 
the  terms  of  Its  contract  from  LSC,  ELAC 
may  use  unspent  funds  In  future  periods  as 
long  as  expenses  Incurred  are  In  compliance 
with  the  specified  terms  of  the  LSC  contract, 
as  defined.  LSC  may,  at  Its  discretion,  re¬ 
quest  reimbursement  for  expenses  or  return 
of  funds,  or  both,  as  a  result  of  noncompli¬ 
ance  by  ELAC  with  the  terms  of  the  LSC 
contract.  In  addition,  if  ELAC  terminates  Its 
LSC  contract  activities,  all  unused  funds  are 
to  be  returned  to  1J3C. 


ELAC  recognizes  funds  from  the  ACE 
Foundation’s  (“ACE”),  cost  reimbursable 
grant,  as  support  as  costs  are  incurred.  A 
receivable  Is  recognized  from  ACE  to  the 
extent  costs  have  been  Incurred  but  not  re¬ 
imbursed.  Conversely,  a  liability  Is  recorderd 
when  grant  advances  exceed  eligible  costs  in¬ 
curred. 

(c)  Contributions — Contributions  repre¬ 
sent  cash  donations  to  ELAC  from  private 
organizations  and  Individuals  and  are  recog¬ 
nized  as  support  when  received. 

(d)  Property  and  Equipment  Accounting — 
Property  and  equipment  acquired  with  LSC 
and  ACE  funds  are  considered  to  be  owned 
by  ELAC  while  used  In  the  program  or  In 
future  authorized  programs.  However,  both 
funding  sources  have  a  reversionary  interest 
in  these  assets  as  well  as  the  determination 
of  use  of  any  proceeds  from  the  sale  of  these 
assets. 

ELAC  follows  the  practice  of  capitalizing 
all  expendltiures  for  property  and  equipment 
In  excess  of  $100.  Depreciation  of  furniture, 
fixtures  and  equipment  Is  computed  on  a 
straight-line  basis  over  the  estimated  service 
life.  Amortization  of  leasehold  improvements 
Is  computed  on  a  straight-line  basis  over  the 
lesser  of  estimated  service  life  or  lease  term. 
The  following  lives  have  been  assigned  to  the 
fixed  assets:  Furniture,  llxtiu’es  and  equip¬ 
ment,  6  years;  leasehold  Improvements,  0 
to  10  years. 


(e)  Law  Library — ELAC  capitalizes  the 
costs  of  books,  reference  materials,  and  mul¬ 
tiple  volume  sets  of  law  books.  ELAC  esti¬ 
mates  the  salvage  value  of  its  law  library 
approximates  the  original  cost  and,  accord¬ 
ingly,  depreciation  expense  Is  not  recorded. 

(f)  Allocation  of  Expenses — In  some  cases, 
common  expenses  are  Incurred  which  sup¬ 
port  the  work  performed  under  more  than 
one  grant  or  contract.  Such  expenses  are 
allocated  among  LSC  and  ACE  as  agreed  by 
these  funding  organizations  or.  In  the  ab¬ 
sence  of  an  agreement,  on  the  basis  which 
appears  most  reasonable  to  ELAC.  A  portion 
of  the  space  costs  shown  In  the  accompany¬ 
ing  financial  statements  was  allocated  75 
percent  to  LSC  and  26  percent  to  ACE,  a 
basis  approved  by  the  funding  sources.  Por¬ 
tions  of  consumable  supplies,  rental  of 
equipment  and  other  direct  costs  were  allo¬ 
cated  66%  percent  to  LSC  and  33%  percent 
to  ACE,  approximately  In  the  ratio  of  costs 
authorized  by  each  funding  organization. 

(2)  Summary  of  funding:  ELAC’s  opera¬ 
tions  are  funded  through  general  purpose 
grants  from  LSC  and  ACE.  During  1974,  ELAC 
received  a  six  month  grant  for  $368,000  from 
the  Department  of  Health,  Education  and 
Welfare  (HEW)  to  provide  legal  assistance  In 
Charlottesville,  Virginia.  ’This  program  was 
subsequently  Included  in  the  LSC  funding 
to  ELAC  when  the  HEW  grant  expired.  The 
following  details  ELAC’s  1075  grants  and 
contracts  and  their  Inclusion  In  the  accom¬ 
panying  financial  statements. 
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Grant  No. 

Period 

Aiiiouiil 

1975  support 

Unreoognlaed 

support 

LSC 

SOOI09-75-1 

l0010»-7»-l 

Apr.  1,  IW4  to  Mar.  31, 1975 . . 

Apt!  1,  1976  to  Mar.  31, 1974 . 

.  ttoaooo 

.  667,000 

3100.000 

500,000 

3167,000 

ACB 

106 

Total . . 

Jan.  1, 1970to  I>«io.  31, 1976 . 

.  1,067,000 

.  1,063,000 

eoaooo 

196,000 

167,000 

1.000 

Total.. . . 

.  2,150.000 

798,000 

168.000 

ELAC  has  been  awarded  an  additional  con¬ 
tract  from  LSC  and  a  grant  from  ACE  for 
the  year  ending  December  31.  1976.  of  6240,- 
000  and  $260,000,  respectively.  The  LSC  con¬ 
tract  has  been  awarded  for  the  nine  month 
period  April  1. 1976  to  December  31.  1976.  The 
ACE  grant  has  been  awarded  for  the  12- 
montb  period  ending  December  31,  1976. 

(3)  Annuity  pension  plan;  Included  In 
fringe  benefit  costs  are  $21,000  In  1976  and 
$19,600  In  1974,  which  represents  the  cost  of 
a  noncontributory  annuity  plan  to  provide 
employees  with  retirement  benefits.  Under 
the  plan.  ELAC  contributes  an  amount  equal 
to  4^  percent  of  the  salaries  of  employees 
with  more  than  three  months  of  contlnuoxis 
service.  There  are  no  past  service  costs  asso¬ 
ciated  with  the  plan,  and  employees  are  fully 
vested  for  all  contributions  on  their  behalf 
after  two  years. 

(4)  Commitments  and  contingencies: 
ELAC  has  entered  Into  a  lease  agreement  for 
the  rental  of  office  space.  Under  the  lease 
agreement  ELAC  Is  required  to  make  annual 
lease  payments  of  $130,000  Uxrougb  Octo¬ 
ber  31.  1986.  Such  lease  pairments  are  ad¬ 
justable  every  2  years  for  Increases  In  the 
Consumer’s  Price  Index.  In  addition,  ELAC 
has  leased  certain  office  equipment  which  re¬ 
quires  annual  payments  of  $5,000  through 
19T/. 

(5)  Income  taxes:  ELAC  Is  exempt  from 
Federal  Income  taxes  under  section  601  (c) 
(3)  of  the  Internal  Revenue  Code.  ELAC  Is 
also  exempt  from  Virginia  Income  taxes  and 
therefore,  has  made  no  provision  for  Federal 
or  Virginia  income  taxes.  In  addition  KLAC 
has  been  determined  by  the  Internal  Reve¬ 
nue  Service  not  to  be  a  “private  founda¬ 
tion”  within  the  meaning  of  section  609(a) 
of  the  code. 


(6)  1974  financial  Information:  The 
amounts  shown  for  1974  In  the  accompany¬ 
ing  statement  of  support  and  expenses  and 
changes  In  fund  balance  are  included  to  pro¬ 
vide  a  basis  for  comparison  with  1975  and 
present  summarized  totals  only.  According¬ 
ly,  the  1974  amounts  are  not  intended  to 
present  all  information  necessary  for  a  fair 
presentation  In  accordance  with  generally  ac¬ 
cepted  accounting  principles. 

(7)  Management,  general  and  fund  raising 
costs:  ELAC  estimates  its  management  and 
general  costs  (which  Include  overall  direc¬ 
tion,  accounting,  budgeting,  general  board 
activities  and  related  items)  were  approxi¬ 
mately  $93,000  in  1976  and  $39,600  In  1974. 
In  addition,  ELAC  has  determined  that  fund 
raising  costs  are  not  material. 

(8)  Nonrecurring  item:  In  1974  ELAC  In- 
cmred  $40,000  for  the  development  and  In¬ 
stallation  of  a  new  automated  financial  In¬ 
formation  system.  It  Is  not  expected  that 
this  expense  will  recur  In  the  foreseeable 
future. 

(9)  Vacation  leave:  Accumulated  earned 
vacation  leave  amounting  to  $45,000  at  De¬ 
cember  31,  1976,  Is  not  recorded  In  the  ac¬ 
companying  financial  statements.  If  accu¬ 
mulated  vacation  leave  had  been  recorded  at 
the  beginning  and  end .  of  1976,  expenses 
In  the  statement  of  support  and  expenses 
would  not  have  been  materially  affected. 

(10)  Transaction  with  a  related  party: 
ELAC’s  office  space  In  Richmond,  Virginia  Is 
rented  from  the  chairman  of  ELAC’s  Board 
of  Directors.  Management  believes  the  rental 
payment  (currently  $42,000  a  year)  Is  com- 
parable  with  the  rent  that  would  be  paid  to  a 
nonaflUlated  party. 

(11)  Property  and  equipment:  The  detail 
of  property  and  equipment  In  the  accom¬ 
panying  balance  sheet  la  as  follows: 


1975 

I<««al 

Servioea 

Corp. 

grant 

-ACE 

Founda¬ 

tion 

grant 

General 

Donated 

Total 

1974 

Fumituro,  fixtures,  and  equipment . 

30.500 

35.000 

32,300 
25,000  . 

32.700 

316,500 

25,000 

311,000 

22,50$ 

Total . . 

Lees,  accumulated  depreciaUoii . 

ASOO 

(2,000) 

5.000 

(1,500) 

29,300 

(9,500) 

2,700 

(500) 

41,500 

(13,500) 

33,600 

-(6,000) 

Property  and  e<|Uipmentbedaaoe _ 

3.600 

3,500 

17,800 

2,200 

29,000 

27,500 

(12)  Law  library,  KLAC’s  law  library  tolalUK  »,000  at  Dec.  31,  1975,  was  purchased  with  $2,(X)0  of  LSC  funds, 
$7M  of  ACE  funds,  and  $2S0  from  the  general  fund. 


Note.— These  footnotes  are  purely  lUiwtrattve  In  nature  and  .should  be  read  in  that  context.  No  LSC  policies  are 
estabUshod  hrrein.  'The  approbate  disclosure  determination  must  be  made  for  each  individual  program. 


Appendix  3. — Iixttstrativx  Labgx  Reikpiknt 
Funded  Bt  Lecai.  Sebvices  Cobpobation 
AND  MUDTIPLX  OTHEE  FUNDING  SOURCES 
Annuai.  Financiai.  Report 
Multi-Service  Corporation  Washington,  D.C. 

FINANCIAI,  statements  FOR  THE  TEARS  ENDED 
DECEMBER  31.  19TS  AND  1974  TOGETHER  WITH 
AUDITORS’  REPORT 

Mann,  Barr,  Murray  &  Co., 

16SB  Iowa  Street,  Wash.,  D.C.  20006 

202-725-3665,  March  20.  1976. 

To  THE  Board  of  Directors  of 
Multi- Service  Corporation: 

We  have  examined  the  balance  sheet  of 
Multi-Service  corporation,  as  of  December 
31,  1975,  and  the  related  statements  of  sup¬ 
port  and  expenses  and  changes  In  fund 
balances  for  the  year  then  ended.  Our  ex¬ 


amination  was  made  In  accordance  with  gen¬ 
erally  accepted  auditing  standards,  and 
accordingly  included  such  tests  of  the  ac¬ 
counting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  In  the 
circumstances.  We  have  previously  made  a 
slntrtwr  examination  and  have  reported  on  the 
financial  statements  of  Multi-Service  Cor¬ 
poration  for  the  year  ended  December  31. 
1974. 

In  our  opinion,  the  accompanying  finan¬ 
cial  statements  present  fairly  the  financial 
position  of  Multi-Service  Corporation  as  of 
l^cember  81.  1976,  and  the  results  of  Its  op- 
eratlens  and  changes  in  fund  balances  for 
the  year  then  ended.  In  conformity  with  gen¬ 
erally  accepted  accounting  principles  applied 
on  a  basis  consistent  with  that  of  the  pre¬ 
ceding  year. 

Mann,  Barr.  Murray  tc  Co. 
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HAtAICt  SHMtT 
■AS  OF  tEClWBEB  ■ 


1  8  8  «  T  »  1TABTITTT83  AWP  WHD  ULkUCtS 


yyr? 

1976 

* 

2222. 

'  2S2i 

Cash 

t  80,600 

f  22,000 

Jteeouata  papahla 

f  98,400 

8  57,900 

10,300 

AearveA  parroll 

56,100 

69,800 

Cash  la  aaero*  •  ellaat  Capealta 

8,900 

Payroll  taxes  wlthkelA  aaA  aaaraaO 

6,900 

3,300 

other  aecmeA  llahllitiea 

-•  3,700 

1,900 

Cartiflcatea  of  Aeposlt,  if  Satareatj 

119,000 

Cllaat  Aepoalta 

8,900 

10,900 

Ihie  from  traots  asA  eoirtraetat 

Total  l}shllltl*a 

129,200 

120,600 

Xccal  Serrlcaa  Corporatioa 

Xta 

60.600 

16,000 

69,900 

10,200 

Coaxaltaenta  anA  coBtla(aaaiM  (Nataa  4  aaA  9) 

Srosn  FounAatloa 

12,300 

11,500 

V 

PudA  halaneea: 

SrsTcl  aAvancca  to  eaplopaaa 

8,900 

5,000 

ISC  grant 

9,400 

69,600 

Other  rseelTahlea 

9,300 

3,200 

Brown  FouaAatloa 

40.000 

2,000 

Ccaeral 

66,800 

51,300 

Property  tTid  •qul^eat  •>  Mi  ^  ateimi* 
lated  4«prteiaiion  of  $2)4|500  Im 

197)  aod  1210,600  la  1976  (Hotea  X  aat  9) 

772,200 

681.100 

Property,  atwlpBant  aai 
law  library 

862,200 

766,100 

Total  faaA  halaaaaa 

978,600 

868,800 

ta*  lihrai?  (Vota  10) 

90,000 

89.000 

Ratal 

$lpl07p600 

8989,200 

Total 

81,107,600 

8989,200 

Vka  •co«atMa^l  Mt*s  an  •>  latafrkl  part  or  thla  aUteaaat. 


ITOLTT-SCTTTrg  conronATroTf 

fjfunfirrr  or  enwn  um  txriastS  aap  cBAacrs  tw  rmro  baiawcm 
^Ip^ifiyAB  iifB  ptcniant  ?i.  1975  with  cmirAHATivt  totals  ton  irri 


1975  _ 


legal 

Brown 

Property 

Services  Hfw 

« 

Corporation  Craot 

Toundation 

Cenertl  Yttulpaent 

♦Total 

1221. 

fOPPORTt 

Crantw  anA  aeatraets  (Rota  2)  ' 

Contributions  ♦ 

latcreat  rereaus 

BonateA  Itcns  (Wotea  1  ant  6) 

Cain  on  sale  of  etuipaent 

-  . 

81,290,000 

8«81,OCO 

8500,000 

8  - 

220.000 

22,000 

28,000 

8  - 

IT^OOO 

14,000 

82,691,000 

220,000 

22,000 

95,000 

14.000 

82,375,000 

180,000 

15,000 

38,900 

21,600 

1,290,000 

881,000 

900,000 

260,000 

91,000 

2,922,000 

2,690,100 

SXPEHSES  (Note  l^t 

- 

Personnel  aalarles  • 
lawyera  (Note  6) 

Bonlaw/crs 

029.000 

60.000 

644.000 

90,000 

261,000 

26,000 

90,000 

40,000 

1,624,000 

176,000 

1,475,000 

188,000 

Prlnge  benefits  (Neta  3) 
legal  conswltents 

Contracts  serTlcea 
trseel 

Space 

ConsuMble  eupplles 

Bent  of  lease  of  cqulpaent 

Bepreelatlon  of  property  sad  t^ulpMBt 

Other  direst  expentes 

889.000 

98,000 

38,000 

30,000 

29,000 

90,000 

31,900 

36,000 

7,500 

494,000 

59.000 

100,000 

82.900 

20.900 
45,000 
22,000 
26,000 

6,000 

287,000 

29,000 

20,000 

9,000 

18,400 

65,000 

16,600 

18,000 

3,000 

190.000 

11,500 

25.000 

8,200 

9,600 

40,000 

15,600 

7,800 

4,000 

29^900 

1,800,000 

191,500 

178,000 

129,700 

77.900 
220,000 

89.900 
85.800 

23.900 
20,500 

1,669,000 

171,400 

102,000 

110,000 

81,700 

219,000 

84.900 

86.900 
20,100 
14,000 

1,267.000 

.  869,000 

466,000 

246,900 

29,900 

2,812,400 

2,946,600 

3.000 

92,000 

96,000 

19.500 

T,100 

109,600 

89,500 

Aetulaltion  of  property  anA  eguipBent  * 

Transfer  of  proceeds  froa  sola  ad  egwlpaaat 

(63,000) 

(92,000) 

(16,000) 

(18,000) 

20,000/ 

109,000 

(20,000) 

~ 

POND  BALANCE,  beginning  oC  year 

69,60%) 

- 

2,000 

91,900 

766,100 

868,800 

785,300 

TCND  BALANCE,  anA  Of  yaar 

8  9.600 

8  - 

8  60,000 

8  64.800 

8862,200 

8  978,400 

8  868,800 

/ 


Tka  aeeoaptBjrlsf  aetee  ara  ac  Inleeral  part  of  tbia  atiteMnt* 
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Multi-Servick  Corporation 

Notes  to  Financial  Statement  for  the  Years 
Ended  December  31, 1975  and  1974 

(1)  Summary  of  significant  accounting 
pdticles 

(a)  Operations — Multi -Service  Corporation 
(“MSC")  is  a  nonprofit  corporation  orga- 

for  the  purpose  of  providing  legal  as¬ 
sistance  In  noncriminal  proceedings  or  mat¬ 
ters  to  persons  financially  unable  to  alTord 
legal  assistance  In  the  metropolitan  Wash¬ 
ington,  D.C.  area. 

(b)  Orant/Contract  Support — Legal  Serv¬ 
ices  Corporation  (‘'LSC’),  a  nonprofit  cor¬ 
poration  organized  by  Congress  to  admin¬ 
ister  the  Federal  government’s  legal  assist¬ 
ance  program,  and  the  Brown  Foundation 
provide  continued  support  to  MSC  through 
annual  grants.  MSC  recognizes  grant/con¬ 
tract  funds  from  LSC  and  the  Brown  Foun¬ 
dation  as  support  on  a  straight-line  basis 
over  the  grant/contract  period.  Funds  re¬ 
maining  unused  at  the  end  of  an  account¬ 
ing  period  are  carried  in  the  applicable  fund 
balance.  In  accordance  with  the  terms  of 
its  grants/contracts  from  LSC  and  the 
Brown  Foundation,  MSC  may  retain  unused 
funds  for  use  In  future  periods  provided  ex¬ 
penses  incurred  are  In  compliance  with  the 
specified  terms  of  each  grant/contract,  as 
defined.  LSC  and  the  Brown  Foundation  may, 
at  their  discretion,  request  reimbursement 
for  expenses  or  return  of  funds,  or  both,  as 
a  result  of  noncompliance  by  MSC  with  the 
terms  of  the  grants/contracts.  In  addition, 
if  MSC  terminates  Its  legal  assistance  activi¬ 
ties,  all  unused  funds  are  to  be  returned  to 
the  funding  services. 

MSC  recognizes  support  from  the  De¬ 
partment  of  Health,  Education  and  Welfare 
("HEW’*),  a  cost  reimbursable  grant,  as  costs 
are  Incurred.  A  receivable  is  recognized  to 
the  extent  costs  have  been  incurred  under 
the  grant  and  not  reimbursed.  Conversely,  a 
liability  Is  recorded  when  grant  advances 
exceed  eligible  costs  incurred. 

(c)  Contributions — Contributions  repre¬ 
sent  cash  donations  to  the  program  from 
private  organizations  and  Individuals  and 
are  recognized  as  support  when  received. 

(d)  Property  and  Equipment  Account¬ 
ing — Property  acquired  with  LSC  and  Brown 
Foundation  funds  is  considered  to  be  owned 
by  MSC.  However,  the  funding  sources  have 
a  reversionary  interest  In  the  property  as 
well  as  the  determination  of  use  of  any  pro¬ 
ceeds  from  the  sale  of  those  assets. 

MSC  follows  the  practice  of  capitalizing  all 
expenditures  for  property  and  equipment  In 
excess  of  $100.  Depreciation  of  all  property 
and  equipment  is  computed  on  a  stralght- 
llne  basis  over  the  estimated  service  lives 
of  the  assets.  The  following  lives  have  been 
assigned  to  fixed  assets.  Building,  60  years; 
improvements  to  land  and  buildings,  10  to 
50  years;  furniture,  fixtures  and  equipment, 
5  years. 

Property  donated  to  MSC  is  recorded  at 
Its  market  value  as  determined  by  the  Board 
of  Directors.  OfBce  equipment  totaling  $17.- 
000  was  donated  in  1976. 

(e)  Law  Library — MSC  capitalizes  the  costs 
of  books,  reference  materials,  and  multiple 
volume  sets  of  law  books.  MSC  estimates  the 
salvage  value  of  Its  law  library  approximates 
the  original  cost  and,  accordingly,  depreci¬ 
ation  expense  U  not  recorded. 

(f)  Allocation  of  Expenses — In  some  oases, 
expenses  are  Incurred  which  support  the 
work  performed  tmder  more  than  one  grant 


or  contract.  Such  expenses  are  allocated 
among  LSC,  HEW  and  the  Brown  Foundation 
as  agreed  by  these  funding  sources  or.  In  the 
absence  of  an  agreement,  on  the  basis  which 
appears  most  reasonable  to  MSC.  Space  costs 
shown  In  the  accompanying  financial  state¬ 
ments  were  allocated  46  percent  to  LSC,  23 
percent  to  HEW,  23  percent  to  Brown  Foun¬ 
dation  and  8  percent  to  general  funds,  a 
basis  which  has  been  approved  by  the  fund- 
mg  sources.  Portions  of  consumable  sup- 


>  Drown  Foundation. 

(3)  Pension  plan:  MSC  has  a  noncontrlbu- 
tory  pension  and  disability  plan  for  all  full 
time  employees.  MSC’s  policy  is  to  fund  nor¬ 
mal  costs  and  amortization  of  past  service 
costs  on  a  current  basis.  Expense  of  the  plan 
in  the  accompanying  financial  statements 
was  $61,300  for  1976  and  $47,200  for  1974.  As 
of  December  31,  1976,  the  plan’s  net  assets 
aggregated  $230,000  and  vested  benefits  were 
$143,000.  Unfunded  past  service  costs  of  $93,- 
500  at  December  31,  1975  were  being  amor- 
tlzed  over  ten  years.  MSC  has  been  InfoflR^ 
by  Its  plan  administrator  that  Its  plan  Is  In 
compliance  with  the  Employee  Retirement 
Income  Security  Act  of  1974. 

(4)  Commitments  and  contingencies:  MSC 
has  been  named  as  a  defendant  In  a  law- 
.sult  Initiated  by  an  employee  injured  while 
working  for  MSC.  The  employee  Is  seeking 
$150,000  In  damages  from  MSC  In  regards 
to  this  suit.  The  suit  Is  currently  in  the  pre¬ 
liminary  stages  and  In  the  opinion  of  man¬ 
agement  and  Its  legal  counsel,  the  suit  has 
no  merit  and  will  not  result  In  any  significant 
liability  to  MSC. 

(6)  Income  taxes:  MSC  is  exempt  from 
Federal  Income  taxes  under  section  501(c) 
(3) .  MSC  Is  also  exempt  from  District  of  Co¬ 
lumbia  Income  taxes  and  therefore,  has  made 
no  provision  for  Federal  or  District  of  Colum¬ 
bia  income  taxes.  In  addition  MSC  has  been 
determined  by  the  Internal  Revenue  Service 
not  to  be  a  “private  foundation”  within  the 
meaning  of  section  509(a)  of  the  Code. 

(6)  Donated  services;  Donated  services 
represent  services  rendered  by  various  at¬ 
torneys  In  the  Washington,  D.C.  area  at  no 
charge  to  IdSC  In  connection  with  MSC’s 


plies,  and  other  direct  expenses  have  been 
allocated  50  percent  to  LSC,  25  percent  to 
HEW,  15  percent  to  the  Brown  Foundation 
wnrt  10  percent  to  the  general  fund,  approx¬ 
imately  in  the  ratio  of  number  of  employees 
authorized  by  each  funding  source. 

(2)  Summary  of  funding:  MSC  Is  funded 
through  general  purpose  grants  from  LSC, 
HEW  and  the  Brown  Foundation.  The  fol¬ 
lowing  Information  summarizes  MSC’s 
grants  and  contract  activity  during  1975. 


legal  assistance  program.  The  value  of 
donated  services  is  based  upon  an  estimated 
average  fee  normally  charg^  by  the  profes¬ 
sionals  rendering  the  services.  Donated  serv¬ 
ices  are  recognized  both  as  support  and  costs 
In  the  accompanying  financial  statements 
and  therefore  do  not  add  to  MSC’s  general 
fund  balance. 

(7)  1974  financial  Information;  The 
amounts  shown  for  1974  in  the  accompanying 
statement  of  support  and  expense  and 
changes  In  fund  balances  are  Included  to 
provide  a  basis  for  comparison  with  1975 
and,  other  than  for  the  balance  sheet,  pre¬ 
sent  siunmarlzed  totals  only.  Accordingly,  the 
1974  amounts  are  not  Intended  to  present 
all  information  necessary  for  a  fair  presenta¬ 
tion  In  accordance  with  generally  accepted 
accounting  principles. 

(8)  Management,  general  and  fund  raising 
expenses:  MSC  estimates  Its  management 
and  general  expenses  (which  Include  overall 
direction,  accounting,  budgeting,  general 
board  activities  and  related  Items)  were  ap¬ 
proximately  $330,000  In  1976  and  $250,000  In 
1974.  In  addition,  MSC  has  determined  that 
fund  raising  expenses  are  not  material. 

(9)  Vacation  leave:  Accumulated  earned 
vacation  leave  amounting  to  $75,000  at 
December  31,  1975,  Is  not  recorded  In  the 
accompanying  financial  statements.  If  ac¬ 
cumulated  vacation  leave  had  been  recorded 
at  the  beginning  and  end  of  1975,  expenses 
In  the  statement  of  support  and  expenses 
would  not  have  been  materially  affected. 

(10)  Property  and  equipment:  Property 
and  equipment  In  the  accompanying  f^an- 
cial  statements  Is  detailed  as  follows: 


Legal 

HEW 

Brown 

Services 

grant 

Founds- 

General 

Donated 

Total 

1971 

Corp. 

tlon 

Asset  desorlpUon; 

Land . . . 

Bulldlngg. . 

Improvements  to  land  and 

$100,000 

$100,000  . 
550,000  . 

$ioaooo 

osaooo 

$100,000 

650,000 

buildings . 

Furniture,  fixtures,  and 

$20,400 

$18,900 

81,500 

81,900  . 

182,700 

98,700 

equlpoaent . 

82,000 

13,400 

500 

1,100 

$7,000 

78080 

98,000 

Total . . . . 

72.400 

32,300 

182,000 

73$.  000 

7,000 

1,008.700 

891.700 

Leas  acoomulated  depreciation. 

(18.500) 

(9.000) 

(34.900) 

(180, 100) 

a  000) 

(384. 600) 

(210.000) 

Net  property  balance _ 

63,900 

23.300 

1$7,100 

652,900 

6,000 

772,200 

681,100 

(11)  Law  library.  MSC’s  law  library  totaling  $90,000  at  Dee.  $1, 197S,  was  parohased  with  $80(000  of  LSC  tandsand 
$$0(000  bam  the  general  fond. 

Non.— These  footnotes  are  purely  Illustrative  In  nature  and  should  be  read  In  that  oontext.  No  LSC  policies  are 
established  herela.  The  appropriate  disclosure  determlnathm  must  be  made  for  each  tadivtdual  program. 


Amount 

1975 

Unrecognised 

support 

support 

$1,000,000 

$500,000  .. 

li50Q.000 

750.000 

$758000 

2.500^000 

1,250,000 

7.50.000 

1,900,000 

881.000 

93.000 

875,000 

soaooo 

125,000 

6,275,000 

2,831,000 

978,000 

Period 


LSC 


II KW 
HK  ‘ 


tOOfiOO  74-1  July  1,  1974  to  June  30.  197S.. 
1(10800  75-1  July  1,  1979  to  June  30, 1976. . 

Total . 

10132  Jan.  1.  1974  to  Dec.  31, 1975... 
7501  June  30. 1974  to  Mar.  31,  1978. 
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Appendix  4. — Xu.iTsraATivx  Adsetois’ 

SXTPPLUCXNTAI.  LkTEB 

Seonomic  Legal  Aid  Corporation  Medpiant 
Itnmber  300100 

AUOITOBS’  COMMXNTS  FOB  THX  TKAX  XmMD 
DXCXACBXB  ai.  IMA 

Mabcr  15,  1976. 

To  THX  Boaxd  or  DmxcToxs  or 

Economic  I^gal  An>  Cokforation: 

We  have  examined  the  financial  statements 
of  Economic  Legal  Aid  Corporatl<»  (“ELAC") 
for  the  year  ended  December  31,  1976,  and 
have  issued  our  report  thereon  dated  March 
15.  1976.  As  a  part  of  our  examination,  we 
reviewed  and  tested  ELACTs  system  of  In¬ 
ternal  accounting  control  to  the  extent  we 
ooDsldered  necessary  to  evaluate  the  system 
as  required  by  generally  accepted  auditing 
standards.  Under  these  standards  the  pur¬ 
pose  of  such  evaluation  Is  to  establish  a  basis 
for  reliance  thereon  In  determining  the  na¬ 
ture,  timing  and  extent  of  other  auditing 
procedures  that  are  necessary  for  expressing 
an  (pinion  on  the  financial  statements. 

The  objective  of  Internal  accounting  con¬ 
trol  is  to  provide  reasonable,  but  not  abso¬ 
lute.  assurance  as  to  the  safeguutling  of 
assets  against  loss  from  unauthorized  use 
<x  disposition,  and  the  reliability  of  financial 
records  for  preparing  financial  statements 
and  maintaining  accountability  for  assets. 
The  concept  of  reasonable  assurance  recog¬ 
nizes  that  the  cost  of  a  system  of  IntMnal 
accounting  control  should  not  exceed  the 
benefits  derived  and  also  recognizes  jthat  the 
evaluation  of  these  factors  necessarily  re¬ 
quires  estimates  and  Judgments  by  manage¬ 
ment. 

There  are  Inherent  limitations  that  should 
be  recognized  In  considering  the  potential 
effectiveness  of  any  system  of  Internal  ac¬ 
counting  control.  In  the  performance  of  most 
control  procedures,  errors  can  result  from 
mtsunderstanding  of  Instructions,  mlstaliea 
of  Judgment,  earriessness  or  other  persooal 


factora.  Control  procedures  whose  effective¬ 
ness  depends  upon  segregation  of  duties  can 
tM  drciunventcd  by  collusion.  Similarly,  con¬ 
trol  procedures  can  be  circumvented  Inten¬ 
tionally  by  management  with  reqiect  either 
to  the  execution  and  recording  of  transac¬ 
tions  or  with  respect  to  the  estimates  and 
Judgments  required  la  the-  preparation  of 
flnanrlai  statements.  Further,  projection  of 
any  evaluation  of  internal  accounting  con¬ 
trol  to  future  periods  is  subject  to  the  rlslt 
that  the  procedures  may  become  Inadequate 
because  of  changes  In  condltlcms  and  that 
the  degree  of  compliance  with  the  procedures 
may  deteriorate. 

Our  study  and  evaluation  of  ELAC’s  sys¬ 
tem  of  Internal  accounting  control  for  the 
year  ended  December  SI.  1975,  which  was 
made  for  the  purpose  set  forth  in  the  first 
paragraph  above,  would  not  necessarily  dis¬ 
close  all  weaknesses  In  the  system.  However, 
such  study  and  evaluation  which  Included 
the  procedures  specified  in  the  Legal  Services 
CiHi^ratlon  "Audit  and  Accounting  Quids 
for  Beciplents  and  Auditors"  Issued  in  Au¬ 
gust  1976,  disclosed  the  following  conditions 
that  we  believe  to  be  significant. 

1.  Certain  deficiencies  in  Internal  control 
procedures  were  noted  as  follows: 

a.  Material  weaknesses — 

(1)  Bank  reooncHlatlons  are  prepared  by 
the  bookkeeper  who  also  posts  entries  to  the 
general  ledger.  We  recommend  that  the  Con¬ 
troller  review  and  approve  bank  reooncUla- 
tkma  after  completion  by  the  bocAkeeper. 

(9)  ELAC  does  not  require  dual  signatures 
on  disbursements. 

b.  Additional  weaknesses — 

(1)  Petty  cash  reimbursement  checks  are 
'  made  payable  to  “cash."  Such  checks  should 
be  made  payable  to  the  petty  cash  custo¬ 
dian. 

(3)  Invoices  and  supporting  documents 
are  not  canceUsd  to  prevent  reuse  after  be¬ 
ing  paid. 

3.  Significant  and  unusual  transactions 
noted  during  the  accounting  period  were  as 
toUows: 


a.  Severance  pay.  which  accrues  at  a  rate 
of  day^  salary  per  month  for  professional 
personnel.  Is  paid  ciurently  to  the  jnoject 
director  and  assistant  director. 

b.  The  office  space,  currently  being  rented 
by  the  program,  la  owned  In  part  by  ELAC’s 
board  riiairman. 

c.  ELAC  is  iqiproxlmately  two  months  be¬ 
hind  in  paying  its  accounts  payable  because 
of  an  extended  Illness  and  absence  from  woi% 
by  the  bookkeeper. 

3.  ELAC  was  in  compliance  with  the  terms 
and  conditions  of  the  contract  except  as 
follows: 

The  reports  required  under  Chapter  5  of 
LSC’s  Audit  and  Accoimtlng  Guide  were  not 
filed  with  liSC  within  the  prescribed  due 
dates. 

4.  Costs  Incurred  under  the  LSC  grant/ 
contract  were  tested  by  us  in  accordance  with 
generally  accepted  auditing  standards  to  the 
extent  such  costs  came  within  the  scape  of 
our  work  necessary  to  Issue  an  i^lnlon  on 
the  financial  statements.  As  a  result  of  the 
examination  above.  $9j960  of  costs  have  been 
questioned  and  listed  In  Exhibit  I  as  not  be¬ 
ing  In  accordance  with  the  contractural 
terms  of  the  LSC  grant/contract. 

6.  With  respect  to  Items  disclosed  in  the 
previous  audit’s  supplemental  letter,  the  fol¬ 
lowing  is  a  nst  of  those  items  for  which  cor¬ 
rective  action  has  not  been  implemented. 

a.  Items  (a)  and  (b)  of  section  1  of  this 
letter  (deficiencies  in  Intetmal  control)  were 
Included  In  the  previous  supplemental  letter. 

b.  Support  for  a  5350  airplane  ticket,  noted 
as  unsupported  In  previous  report  has  not 
been  obtained  by  the  program  nor  has  the 
exception  been  cleared  to  the  satisfaction 
of  the  use  regional  director. 

•  •  •  •  • 

This  letter  of  comments  Is  furnished  solely 
for  the  Information  of  management  and 
Legal  Services  Corporation,  and  is  not  to  be 
used  for  any  other  purpose. 

Very  truly  yours, 

Stwwaxt.  BaowN  &  Compant, 

ZXHIBIT  I 


ECOlfdfIC  LEGAL  AID  C(»P0RATI0?J 
EICIPIIWT  HUMBER  300100 

SWaiAKT  OF  QUISTIOMED  COSTS  AMD  COMMENTS  OF  OFFICIALS 
JANUARY  1.  197? ,  TO  DECEMBER  31.  1975 

Funding 

Costa  Questioned  <-  Amount  Source  Connents  of  Officials 


!•  Individual  salaries  In  excess  of  $^,$00 

anounts  authorised  under  approved 
LSC  wage  comparability  studies  for 
professional  staff. 

2.  Purchase  of  supplies  froa  Taldozf 
distributing  Coapany  (Cheek 
^  #362)  not  supported  by  invoice. 

3*  Purchase  of  autoaoblle  for  ezeeutiVfi 
director  not  autorlsed  in  -the 
»•  grant. 


4.  Internal  Revenue-  Service,  penalty  36jD 

and  interest  for  late  paya^nt 
of  vithholding-  taxes. ' 


LSC  Wage  conparablllty  study  updated  in  the< 
last  quarter  of  1975.  Obtainment  of 
necessary  approvals  for  increases  vero 
inadvertently  overlooked, 

AC£  Invoice  was  erroneously  lost  or 
aisplaced.  A  copy  has  been 
requested  froa  the  vendor. 

LSC  Autoaoblle  needed  for  new  branch  opened  > . 
during  the  year.  Contract  aaendaent 
request  submitted  to  LSC  on  February  20, 
1976. 

LSC  Due  to.  Illness  of  bookkeeper, 
payment  of  withholding  taxes 
was  made  .late  for  the  third 
quarte.r  'of  1975. 


59,960 
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EXHIBIT  II 

ECONOMIC  LEGAL  AID  CORPORATIOM  _ 

RECIPIENT  NUMBER  300100  _  _ 

SfAYWaWt  or  COSTS  incurred  under  the  legal  services  grant  C0MPAT|W»  Tff  pWWET 
FOR  THE  PERIOD  JANUARY  1.  1975.  TIIROOQH  DECEMBER  31.  1975 


1975  Legal  Services  Corporation  Budget 


♦♦Budget  Category 

Initial 

Approved 

Budget 

(l)Amendments 
to  Initial 
Budget 

Reprogramming 
of  Prior- 
Years'  Funds 

Total 

Available 

Actually 

Incurred 

Actual 
Over  (Under) 
Budget 

Personnel: 

Lawyers 

$315,600 

$25,000 

$  (600) 

$340,000 

'  $330,000 

$(10,000) 

Monlawyers 

26,600 

- 

5,400 

32,000 

30,000 

(2,000) 

— 

342,400 

25,000 

4,600 

372,000 

360,000 

(12,000) 

Fringe  benefits 

.  27,500 

2,000 

- 

•29,500 

26,000 

(3,500) 

.  Consultants'  and 
contract  services 

62,600 

5,000 

2,400 

70,000 

62,000 

(6,000) 

Travel 

23,200 

1,000 

1,800 

26,000 

27,000 

1,000 

Space 

66,000 

- 

(1,500) 

66,500 

80,000 

13,500 

Consumable  supplies 

26,500 

- 

500 

29,000 

27,  000 

(2,000) 

Rent  or  lease  of 
equipment 

6,800 

- 

200 

9,000 

7,500 

(1,500) 

Total  operating 
expenses 

561,000 

33,000 

8,000 

602,000 

539,500 

(12,500) 

Purchase  of  property 

6,000 

- 

- 

6,000 

5,000 

(1,000) 

$567,000 

$33,000 

$  8,000R4 

$608,000 

$594,500 

$(13,500)«.* 

^xx2sssss3S  sssBssaS:^ 

$600,000>nt» 

C3K88S3 

■SKsaBsa 

tssssBssa 

8SSSSSSS 

(1)  Represents  a  retroactive  Ipa^ease  to  the  original  grant  award  to  allow  ELAC  to  achieve  parity 
'with  other  ISC  programs  1«l  the  region. 


^Budget  categories  must  agree  with  LSC  approved  budget.  It  they  are  significantly  different  from 
the  financial  statements,  an  appropriate  reconciliation  should  be  prepared. 

evRepresents  LSC  fund  balances  'at  December  31,  1974  and  December  31,  1975  respectively 
(see  balance  sheet,  Appendix  2). 


•••Represents  current-year  award 

Appendix  6. — Illustuativk  Chart  or 
Accouim 

EIZDIUM-SIZED  BBCIPieNTS 

The  following  sample  chart  of  accounts  for 
a  medium-sized  recipient  utilizes  the  basic 
chart  (M  accounts  described  in  paragraph 
3-8.  This  chart  of  account  demonstrates  how 
account  details  can  be  used  to  accumulate 
certain  costs  nscessary  for  adequate  finan¬ 
cial  management.  Also  it  shows  bow  re¬ 
sponsibility  center  activity  is  acciunulated 
for  the  various  funding  aom*ces  by  assigning 
the  prefixes  (1.)  LSC;  (3.)  ACE  Foundation; 
(3.)  HEW:  (4.)  General  Fund  and  (6.)  Do¬ 
nated.  Programs  may  wish  to  have  further 
details  by  location  which  can  be  achieved 
by  adding  an  additional  number  in  the  prefix 
to  indicate  locations.  Each  program  should 
adopt  a  chart  of  accounts  best  suited  to  its 
needs.  This  sample  chart  of  accounts  can  be 
used  for  reference  purposes  but  It  does  not 
dictate  the  accounts  and  detail  required  of 
recipients. 


(see  statement  of  support  end  exp( 

Account 


Account  description:  No. 

Assets  (100  series) : 

Cash  acooimts  c^;>eratlug — 

First  National  Bank  (general 

disbursing  account) _ _  100. 1 

First  National  Bank  (payroll 

imprest  account) - -  100. 3 

Town  ft  Coimtry  National 
Bank  (disbursing  account, 

HEW  grant) _  100. 3 

Petty  cash _  100. 4 

Cb^  accoimt,  escrow — Farmers 
ft  Mechanics  Bank,  client 

deposits _ _ — -  106. 1 

Oertlficates  of  deposit -  110. 1 

Due  from  grantors  and  contrac¬ 
tors- 

Due  from  Legal  Services  Cor¬ 
poration  _ _  116. 1 

Due  from  ace  Foundation —  116. 3 

Due  from  HEW _ _ _  116. 8 

Other  receivables -  136. 1 


8,  Appendix  2). 

Account 


Account  description:  No. 

Otavel  advances  to  employees — 

TMii  Smith _  130. 1 

Tom  Cattlet - - -  130. 2 

Tbny  Johnson - - -  130. 3 

Mary  Thomas -  180. 4 

Property  and  equipment— 

Furniture,  fixtures  and  equip¬ 
ment— 

Legal  Servlcea  Corporation.  1. 140. 1 

ACE  Foundation - 2. 140. 1 

HEW _ 3. 140. 1 

General _ 4. 140. 1 

Donated  - - - —  5. 140. 1 

Leaseb<fid  Improvements — 

Legal  Services  Corporation.  1.140.3 

ACE  Foundation - 2. 140. 3 

HEW _ _ _ _ 8. 140. 3 

General _ — - 4. 140. 3 

Law  Library —  * 

liegal  Services  OcHiKiratlon-  1. 146 

ACB  Foundation - 2. 145  -• 

HEW  _ 8.146 
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Account  description;  So. 

Oeneral _ 4. 145 

Donated  _ 5. 145 


Property  and  equipment  accu¬ 
mulated  depreciation  and 
amortization — 

Furniture,  fixtures  and  eqtilp- 
ment  accumulated  depre¬ 
ciation— 

Legal  Services  Corporation.  1. 155. 1 


ACE  Foundation _ 2. 156. 1 

HEW _ S.  165. 1 

General _ 4. 156. 1 

Donated  _ 5. 155. 1 

Leasehold  improvements  accu¬ 
mulated  amortization— 

Legal  Services  Corporation.  1. 155.  2 

ACE  Foimdation - 2. 156. 9 

HEW . . - . .  3. 155.2 

Oeneral  _ 4. 155.  2 

Uabilltles  (200  series): 

Accounts  payable — 

Vendors _  300. 1 

Employer  FICA _  200.  2 

Employee  withholdings  pay¬ 
able— 

Federal  income  tax _  205. 1 

State  income  tax _  205.2 

FICA  .  205. 3 

Group  health  and  medical  in¬ 
surance  _  205. 4 

Accrued  expenses — 

Accrued  payroll _ ^ _  210. 1 

Accrued  electricity _  210.  2 

Accrued  audit  fees _  210. 3 

CUent  deposits _  215 

Fund  Balance  (300  series) : 

Grants  and  Contracts — 

Legal  Services  Corporation _ 1. 301 

ACE  Foundation _ 2.  301 

HEW _ 3.  301 

General _  305 

Property  and  equipment -  310 

Support  (400  series) : 

Grant  and  contract  support — 

Legal  Services  Corporation _ 1.400 

ACE  Foundation _ 2.  400 

HEW _ 3.  400 

Contributions — 

Individuals _  405. 1 

United  Way  of  City .  405. 2 

Donated  property  and  services _  410 

Expenses  (500  series) 

Lawyers— 

Legal  Services  Corporation _ 1.506 

ACE  Foundation - 2.  506 

HEW  _ 3.606 

General  _ _ _ 4.605 

Donated  _ 6.506 

Ncmlawyers — • 

Legal  Services  Corporation _ '  1.510 

ACE  Foundation _ 2. 510 

HEW _ _ _ 8.  510 

General _ 4. 610 

Donated  _ 5.510 

ninge  benefits — 

Legal  Services  Corporation: 

Employer  FICA _ 1. 515. 1 

Pension  and  retirement _ 1. 515. 2 

ACE  Foimdation; 

Employer  FICA _ 2. 515. 1 

Pension  and  retirement _ 2. 515. 2 

HEW: 

Employer  FICA _ _ _ _  3. 515. 1 

Pension  and  retiranent _ 3. 615. 2 

General: 

Employer  FICA _ 4. 615. 1 

Pension  and  retirement _ 4.  515. 9 

Legal  consultants— 

Legal  Services  Corporation _ 1.520 

ACE  Foimdation _ 2.620 

HEW . .  8.690 

General _ 4.  520 


Account 


Account  description:  No. 

Contract  services — 

Legal  Services  Corporation —  1.525 

ACE  Foundation _ 2. 525 

HEW _ 8.  525 

General _ — .  4. 525 

Travel- 

Legal  Services  Corporation: 

Local  travel — _ _  1. 530. 1 

Meals/entertainment  _  1. 530. 2 

Airfare _  1. 530. 8 

Lodging..... _ ....  1.630.4 

Program  _  1. 630. 6 

Conference _  1. 530. 6 

ACE  Foimdation: 

Local  travel _ 2. 53p.  1 

Meals/entertainment _  2. 530. 2 

Airfare _ i _  2.  530. 3 

Lodging _ _ _ _ _ ... _ _  2.  630.  4 

Program _ _ _ _ _ _ _ _  2.530.5 

Conference _  2.  530.  6 

HEW  Foundation: 

Local  travel _  3. 530. 1 

Meals/entertainment _  3. 530. 2 

Airfare _  3. 530. 3 

Lodging _ _ _ 3.630.4 

Program  _  3. 630. 5 

Conference _  8.630.6 

General: 

Local  travel _  4.  630. 1 

Meals/entertainment  _  4. 630. 2 

Airfare _  4.  530.  3 

Lodgmg _ _ _ _  4.  530.  4 

Program  _  4. 530. 6 

Conference _  4. 630.  6 

Space- 

Legal  Services  Corporation: 

Electricity  _ - —  1.635.1 

Rent  _ _  1.  535.  2 

Gas _  1.535.8 

ACE  Foundation: 

Electricity _  2. 535. 1 

Rent _  2.  536.  2 

Gas .  2.535.3 

HEW: 

Electricity _  3. 535. 1 

Rent _  3.  535.  2 

Gas _  3.  535.  3 

General: 

Electricity  _  4. 535. 1 

Bent  _  4.535.  2 

Gas . .  4.536.3 

Consumable  supplies — 

Legal  Services  Corporation _ 1. 540 

ACE  Foundation - 2.  540 

HEW  _ _ _ 8.640 

General _ 4.  540 

Rent  or  lease  of  equipment — 

Legal  Services  Corporation _ 1.545 

ACE  Foundation _ 2.  545 

HEW . . .  8.  645 

Depreciation  of  property _  550 

Other  direct  expenses — 

Legal  Services  Corporation: 

Telephone _ _ _  1.556. 1 

Repairs  and  improvements.  1. 556. 2 

Lltlgatlmi  costs _  1. 555.  3 

Other _  1.556.4 

ACE  Foundation: 

Telephone _  2. 555. 1 

Repairs  and  improvements.  2. 555.  2 

Litigation  costs _  2. 555. 3 

Other _ _  2.555.4 

HEW: 

Telephone  _ _  3. 656. 1 

Repairs  and  improvements.  3. 655. 2 

Litigation  costs _  8. 556. 3 

Other _ _ 3.555.4 

Oeneral: 

Telephone _  4.  666. 1 

Repairs  and  improvements.  4. 555. 2 

Litigation  costs _  4. 555. 3 

Other  . . . . .  4.555.4 


Account 

No. 

(Where  charges  to  other  direct  ex¬ 
penses  are  significant,  separate 
accounts  should  be  established 
and  adequate  disclosure  inade 
.  in  the  financial  statements.) 

Asset  purchases  (600  series) : 

Acquisition  of  property — 

Legal  Services  Corporation: 


OOlce  equipment _  1.600.1 

Furniture _ _  1.600.2 

Furnishings _  1.  600.  3 

Leasehold  improvements _  1. 600. 4 

Law  library _ _ _  1.600.5 

ACE  Foundation: 

Office  equipment _  2.  600. 1 

Furniture _  2.  600. 2 

Furnishings _  2.  600.  3 

Leasehold  improvements _  2.  600. 4 

Law  library _  2.  600.  5 

HEW: 

Office  equipment _  3. 600. 1 

Furniture _  3. 600. 2 

Furnishings _  3. 600.  3 

Leasehold  improvements _  3. 600. 4 

Law  library _  3. 600. 5 

General: 

Office  equipment _  4.  600. 1 

Furniture _  4. 600.  2 

Furnishings _  4. 600. 3 

Leasehold  improvements _  4. 600.  4 

Law  library _  4.600.5 


Appendix  6. — ^Accounting  PaocxDuaEs  and 
INTEBNAL  CONTROL  CHECKLIST 

The  essence  of  an  effective  system  of  Inter¬ 
nal  control  is  the  segregation  of  duties  in 
such  a  way  that  the  persons  responsible  for 
the  custody  of  assets  and  conduct  of  opera¬ 
tions  have  no  part  in  the  keeping  of,  and  do 
not  have  access  to,  the  records  which  estab¬ 
lish  accounting  control  over  the  assets  and 
the  operations.  Duties  of  Individuals  should 
be  so  divided  as  to  minimize  the  possibility 
of  collision,  perpetration  of  Irregularities  and 
falsification  of  the  accounts.  The  objective 
is  to  provide  the  maximum  safeguards  prac¬ 
ticable  in  the  circumstances,  giving  due  con¬ 
sideration  to  the  risks  involved  and  the  cost 
of  maintaining  the  controls. 

The  following  checklist  is  provided  as  a 
guideline  for  recipient’s  management  to  di¬ 
rect  attention  to  practicable  revisions  of  ac¬ 
counting  procedures  or  internal  controls 
which  can  be  made  to  strengthen.  Improve, 
or  simplify  the  existing  system.  This  check¬ 
list  should  not  be  considered  all-inclusive 
nor  are  all  items  considered  necessary  for  all 
recipients.  This  is  an  area  where  recipients 
should  utilize  the  expertise  of  their  auditors 
in  a  oontinulng  relationship  to  maximize  the 
services  an  audits  can  provide. 

A.  GENERAL 

*1.  Has  a  system  of  authorizations  and  ap¬ 
provals  been  established  to  require  ap¬ 
propriate  managerial  approval  for  all 
significant  actions  or  financial  trans¬ 
actions  of  the  organization? 

*2.  Has  a  chart  of  accounts  been  established 
to  Identify  all  accounts  in  the  ac¬ 
counting  system? 

*3.  Does  the  organization  use  a  double-en¬ 
try  accounting  system? 

*4.  Are  entries  in  the  accounting  records 
properly  authorized,  as  evidenced  by 
supporting  documentation  containing 

*  the  sqipropriate  approving  official’s 
signature? 

*5.  Are  bank  accounts  properly  authorized 
by  the  Board  of  Directors? 


*  Considered  a  fundamental  and  essential 
element  of  Internal  oontrcd  for  all  programs. 
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*6.  Are  employees  and  officers  who  handle 
assets  or  perform  significant  financial 
duties  bonded? 

*7.  Are  adequate  budget  controls  estab¬ 
lished  to  allow  the  program  director 
adequately  control  expenditures  and 
properly  manage  the  program? 

*8.  Are  adequate  controls  established  to 
provide  a  clean  cutoff  between  periods 
with  respect  to  the  recording  of  sup¬ 
port  and  expenses? 

9.  Has  a  general  policy  with  respect  to  In¬ 
surance  coverage  been  defined  and 
procedures  Instituted  to  Insure  that 
all  significant  business  risks  have  been 
covered?  Is  Insurance  coverage  pe¬ 
riodically  reviewed  with  a  competent 
Insurance  agent? 

*10.  Are  Journal  entries  adequately  ex¬ 
plained,  supported  and  ai^roved  by  a 
responsible  officer  or  employee? 

11.  Does  the  recipient  prepare  and  use  an 

annual  overall  financial  plan  or  op¬ 
erating  budget  to  allocate  Its  re¬ 
sources  and  provide  a  system  of  eval¬ 
uation  and  control? 

12.  Is  there  a  separation  of  duties,  so  no 

individual  has  complete  authority  over 
an  entire  financial  transaction? 

*13.  Are  organization  policies,  procedures  and 
charts  established  to  show  definite 
lines  of  responsibility  and  authority? 

14.  Are  employees  required  to  take  annual 
vacations,  and  are  duties  assigned  to 
others  In  the  absence  of  an  employee 
on  vacation  or  otherwise? 

*18.  Are  the  accounting  policies  followed  by 
the  organization  in  agreement  with 
those  stipulated  by  their  grants  and 
contracts? 

18.  Wbsre  feasible,  are  eommon  or  Indtree* 
eoets  accwmulated  into  cost  pools  for 
latM'  lAecatloB  of  costs  to  each  proj¬ 
ect.  eeatraet  aad  grant? 

17.  Are  bases  used  to  aHoeate  cost  pools 
equMable  and  approved  by  the  vartoui 
funding  organizations? 

B.  fexsonnei.  and  fatboix 

*1,  Are  salary  and  wage  rates  approved  by  a 
responsible  officer  In  writing  and  are 
procedures  adequate  to  provide  that 
employees  are  paid  In  accordance  with 
approved  budget,  wage  or  salary  rates? 

*3.  Do  procedures  provide  for  the  proper 
withholding  and  payment  of  applica¬ 
ble  Federal,  State,  and  local  Income 
and  payroll  taxes? 

0.  Are  employees  furnished  Information  aa 
to  their  earnings,  deductions  from 
earnings,  etc.,  on  their  payroll  check 
stubs? 

4.  When  employees  are  Initially  hired,  do 
procedures  provide  for  reference 
checks  and  confirmation  of  prior  sal¬ 
ary  and  employment  data  and  Is  docu¬ 
mentation  made  of  these  procedures 
and  maintained  as  part  of  the  employ¬ 
ees  file? 

8.  Are  payroll  checks  signed  by  persons 
havlnig  no  part  In  preparing  the  pay¬ 
roll? 

•.  Are  there  personnel  policies  prohibiting 
emfdoyment  of  Individuals  which 
could  result  In: 

a.  Nepotism. 

b.  Conflict  of  Interest. 

7.  Are  the  payroll  bank  accounts  recon¬ 
ciled  by  employees  who  have  no  other 
functions  with  respect  to  the  pay¬ 
rolls? 

t.  Do  procedures  followed  In  reconciling 
payroll  bank  accounts  Include  the 
checking  of  names  on  pay  checks 
against  payroll  recmds  and  the  exami¬ 
nation  of  endorsements  on  checks? 


•9.  Is  the  reconciliation  reviewed  critically 
each  month  by  an  officer  or  responsible 
employee? 

10.  Is  an  Independent  test  made  of  hours. 

rates  or  other  bases  of  payment  by 
reference  to  attendance  records,  em¬ 
ployment  authorizations,  approved 
rate  changes,  etc.,  by  someone  not 
connected  with  the  preparation  or  dis¬ 
tribution  of  the  payroll? 

11.  Are  personnel  policies  established  in 

writing? 

*12.  Are  employee  hoiurs  worked  approved  by 
the  employees’  supervisor? 

*13.  Are  records  kept  on  personnel  actions 
Including  hiring,  promotion,  dismissal, 
and  resignation  of  both  full-time  and 
part-time  employees? 

14.  Are  labor  hours  charged  (distributed)  to 
projects,  contrEu:ts  and  grants  based  on 
time  distribution  records,  which  Iden¬ 
tify  the  total  time  actually  spent  by  all 
Individuals  who  charged  time  directly 
to  projects,  contracts  and  grants? 

18.  Are  payroll  totals  checked  against  labor 

distribution  totals  which  are  compiled 
from  the  original  time  records? 

*16.  Are  payrolls  disbursed  from  an  imprest 
bank  account  restricted  to  that  pur¬ 
pose? 

*17.  Do  the  personnel  and/or  payroll  records 
include  the  following  or  similar 
fmms: 

a.  A  dally  attendant  record? 

b.  Vacation,  sick  and  other  excused 

leave  forms? 

e.  Individual  payroll  record  form? 

d.  A  payroll  raster? 

e.  A  notification  concerning  ap- 

petnf  SBta.  termlnattoss,  posi¬ 
tion  clanetflradtans,  and  salary 
rates? 

*18.  When  empleyeee  work  overtime,  are 
there  prooedures  to  provide  for  (where 
appUeable) : 

a.  Authettrtng  and  paying  overtime 

only  to  employees  entitled  to 
receive  overtime  pay? 

b.  Recording  earned  and  used  com¬ 

pensatory  time  in  lieu  of  over¬ 
time  pay? 

19.  Where  duties  require  employees  to 

m>end  time  away  from  their  offices,  do 
they  prepare  reports  disclosing  their 
weekly  or  monthly  activities  (eg., 
number  of  persons  contacted.  Inter¬ 
viewed.  referrals)  ? 

30.  Are  duties  of  those  preparing  the  payroll 
rotated? 

*21.  Za  a  “tax  retiim  calendar"  or  other 
method  used  to  Insure  timely  prepara¬ 
tion  and  filing  of  various  payroll  tax 
returns? 

C.  FBOFEBTT  CONTROL 

*1.  Are  records  maintained  for  fixed  assets 
purchased  m  excess  of  $60  which  pro¬ 
vide  the  following  Information: 

a.  Date  of  purchase. 

b.  Description  of  Item,  Incltidlng 

model  and  serial  number. 

e.  Cost  of  Item  and  ebeck  number 

for  disbursement. 

d.  Identification  of  funds  used  to 
purchase  assets. 

Sl  D^reciatlon  Uvea  assigned  to 
assets. 

f.  Identification  number  and  loca¬ 

tion  of  asset. 

*2.  Are  fixed-asset  records  balanced  to  the 
general  ledger  control  accounts  pe¬ 
riodically? 

8.  Are  fixed  assets  tagged  for  easy  Iden¬ 
tification  with  fixed -asset  records? 

*4.  Are  physical  invetorles  taken  perlodl- 
oally  and  compared  to  fixed-asset 
records?  j 
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5.  .^e  adjustments  to  fixed-asset  records 
"and  general  ledger  control  accoxmts 

reviewed  and  approved  by  an  appro¬ 
priate  organization  employee  or  officer 
who  does  not  have  responsibility  for 
maintaining  fixed-asset  records  (in¬ 
cludes  adjustments  resulting  from 
theft,  retirement  and  sale  of  assets)  ? 

D.  FKOCUREMENT 

*1.  Are  supplies  In  storage  reasonably  pro¬ 
tected  from  theft,  deterioration  and 
damage? 

2.  Do  procedures  provide  for  the  solicita¬ 

tion  of  prices  for  purchase,  rent  and/ 
or  lease  of  fixed  assets? 

3.  Do  procedures  provide  that  considera¬ 

tion  will  be  given  to  the  cost  ad¬ 
vantages  of  renting  versus  buying 
equipment  and  other  nonexpendable 
property? 

4.  Are  approved  vendor  lists  used  for  re¬ 

curring  purchases? 

*8.  Does  the  recipient  have  a  systematic 
method  for  determining  what  supplies 
are  needed  and  in  what  quantities? 

8.  Are  prenumbered  purchase  orders  used 
and  appropriate  authorization  ob¬ 
tained  prior  to  purchase,  rent  or 
lease  of  equipment  and  supplies? 

7.  Are  preniunbered  receiving  documents 
prepared  (e.g.,  receiving  log  or  ticket) 
and  inspection  of  goods  made  without 
reference  to  purchase  orders? 

8.  Are  Invcrices,  purchase  orders  and  re¬ 

ceiving  documents  compared  and  ac¬ 
counted  for  by  a  person  not  having 
any  other  purchase  or  receiving  func¬ 
tions? 

9.  Are  purchase  orders  outstanding  for 

long  periods  of  time  investigated? 

n.  zaasL  •oNsm.TANTs/ooivTRacT  services 

*1.  Are  proeedures  in  effect  to  provide  for 
formal  approval  by  the  Board  of  Di¬ 
rectors  or  other  high  level  authority 
of  consultant  and  contract  service 
contracts  over  prescribed  limits? 

*2.  Are  there  adequate  procedures  to  Insiue 
that  all  necessary  funding  source  ap¬ 
provals  are  obtained  prior  to  entering 
into  contracts? 

S.  Do  procedures  provide  or  the  sc^lclta- 
tlon  of  {HToposals  or  bids  prior  to  con¬ 
tract  award? 

*4.  Are  contracts  written  so  that  the  serv¬ 
ices  to  be  rendered  are  clearly  de¬ 
fined? 

6.  Does  the  organization  have  controls  for 

determining  whether  contracts  are 
properly  executed? 

r.  TRSVXL 

*1.  Does  the  otganlzatlon  have  formal 
written  travel  policies? 

*2.  Is  adeqiiate  support  (eg.,  lodging  re¬ 
ceipts,  air  fare  tickets)  received  from 
employee  before  reimbursement  for 
travel  expenses  Is  made? 

*3.  Are  there  adequate  controls  over  the 
accounting  for  advances  and  reim¬ 
bursements  for  travel  expenses  made 
to  employees? 

4-  For  out-of-town  travel,  do  employees 
prepwe  trip  reports  summarizing  the 
results  of  the  trip? 

a.  CONTROLS  ovn  CSSH  DIBBXniSEMENTS 

*1.  Are  all  checks  prenumbered? 

*3.  Are  all  payments,  except  those  made 
from  petty  cash,  made  by  check? 

*3.  Are  persons  who  sign  checks  designated 
by  the  Board  of  Directors? 

*4.  When  checks  (except  payroll)  are  pre¬ 
sented  for  signatures,  are  the  support¬ 
ing  votKhers  and  invoices  also  pre¬ 
sented? 
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*5  Are  there  appropriate  controlB  to  assure 
that  payments  are  made  only  for  al¬ 
lowable  Items  of  cost,  as  defined  by 
the  terms  of  their  respective  contracts 
and  grants? 

*6  Are  thwe  procedures  to  Insure  that 
checks  are  never  drawn  payable  to: 

a.  Officers  or  employees  with  the 
understanding  that  the  cash  is 
to  be  used  for  organization 
purposes  (other  than  for  travel 
reimbursements,  petty  cash  re¬ 
imbursements. 

b  Cash,  bearer  or  similar  payee 
which  renders  the  check  pay¬ 
able  to  besoer? 

c.  Other  payee  when  the  payee 
named  Is  not  Intended  as  the 
party  to  retain  the  funds? 

7  Are  written  accounting  policies  and  pro¬ 
cedures  established  to  describe  the 
accounting  system  and  assure  that 
similar  transactions  are  processed  in 
the  same  manner? 

*8.  Are  there  procedures  to  insure  that 
blank  checks  are  never  signed  in  ad¬ 
vance? 

•9  Have  there  been  procedures  adopted  to 
Insiue  that  the  names  of  Individuals 
once  authorized  as  check  signers  are 
not  retained  in  the  signature  lists  on 
file  with  the  banks  after  the  Individ¬ 
uals  have  left  the  employ  of  the  recip¬ 
ient  or  have  been  transferred  to  duties 
Incompatible  with  check  signing? 

•  10  Is  there  an  appropriate  system  for  cross- 
referencing  payments  to  supporting 
documents  and  are  supporting  docu¬ 
ments  filed  In  such  a  manner  so  as 
to  be  readily  located? 

II  Are  supporting  documents  marked  paid 
or  othmwrlse  cancelled  and  the  check 
number  and  date  of  payment  Indicated 
to  prevent  duplicate  payments? 

12.  Is  a  check  protector  used? 

13  Where  a  mechanical  check  signer  is 
used.  Is  the  signature  die  under  ade¬ 
quate  control? 

H.  CONTKOLS  OVEX  CASH  RECXIPTS 

*1.  Are  cash  receipts  deposited  daily  and 
intact? 

*2  Does  the  accounting  system  identify  the 
receipt  and  expenditure  of  program 
ft^ds  separately  for  each  contract  and 
grant? 

3.  Are  bank-stamped  duplicate  deposit 
slips  (KHnpared  with  the  Cash  Receipts 
Journal? 

*4.  Does  the  employee  who  opens  the  mall 
list  Uie  receipts  In  detail  and  Is  this 
record  used  by  someone  Independent 
oi  other  accounting  functions  to 
verify  the  amount  recorded  and 
deposited? 

BANK  BXOONCmiATION  PROCEDURES 

*1.  Are  bcmk  accounts  reconciled  monthly? 

t.  Does  the  reconciliation  procedure  In¬ 
clude: 

*a.  Comparison  of  checks  with  cash- 
bocric  as  to  number,  date, 
payee,  and  amount? 

b.  BKamlnatlon  of  signatures  and 
endorsements,  and  proce¬ 
dures  for  the  return  of  In¬ 
adequately  endorsed  checks, 
paid  by  banks,  to  the  banks 
for  iNoper  endorsements? 

*c.  Examination  of  voided  checks? 
*d.  Accounting  for  serial  numbers 
of  checks? 

e.  Compatison  of  dates  and 
amounts  of  dally  deposits  as 
shown  by  the  cash  receipts 
records  with  the  bank  state- 
'  mMitB? 


r  Test-check  of  details  shown  on 
autbenUcated  duplicate  de¬ 
posit  slips  obtained  directly 
from  Uie  banks  against  the 
o(MTe^>onding  details  In  the 
cash  receipts  records? 

*3  Are  bank  statements  and  paid  checks 
delivered  directly  to  the  person  pre¬ 
paring  the  reconciliation? 

J .  SEGREGATION  OT  DUTIES 

*1  Does  the  bookkeeper's  duties  exclude 
the  following  functions: 

a.  Receive  cash  or  checks? 

'b.  Open  the  Incoming  mall? 

c.  Prepare  bank  deposits? 

2.  Does  sm  Individual  other  than  the  per¬ 

son  who  prepares  the  bcmk  deposit 
slip  actually  deposit  the  cash  In  the 
bank? 

3.  Is  the  mall  opened  by  a  pmeon  who 

does  not  prepare  the  blank  deposit? 

4.  Do  the  duties  of  the  person  preparing 

the  bank  reconciliation  exclude: 

a.  Posting  to  the  books  of  account? 

b.  Handling  cash? 

c.  Signing  checks? 

5  Are  checks,  after  being  signed,  controlled 
and  mailed  out  by  an  Individual  who 
does  not  have  any  other  accounting 
duties? 

K.  PETTY  CASH  CONTROLS 

*1.  Is  responsibility  for  the  petty  cash  fund 
vested  In  only  on  person? 

*2  Are  petty  cash  vouchers: 

a.  Required  for  each  petty  cash 

disbursement? 

b.  Prenumbered? 

c.  Signed  by  the  recipient  of  the 

cash  disbursed? 

d.  Executed  in  ink? 

e.  Approved  by  a  responsible  per¬ 

son? 

3.  Are  petty  cash  disbursements  evidenced 
by  properly  approved  supporting  data? 

*4.  Are  suppm-tlng  data  for  petty  cash  dls- 
biursements  checked  at  time  of  reim¬ 
bursement? 

*5.  Are  petty  cash  reimbursements  made 
payable  directly  to  the  petty  cash  cus¬ 
todian  rather  than  to  cash,  bearer, 
etc.? 

*8.  Are  petty  cash  disbursements  made  from 
working  funds  maintained  on  an  Im¬ 
prest  basis? 

•7.  Are  there  procedures  to  insure  that  the 
cash  receipts  are  not  oomingled  with 
the  petty  cash  fund? 

B  When  the  petty  cash  fuxKl  is  reimbursed. 
Is  a  notation  of  payment  made  on  sup¬ 
porting  data  to  prevent  duplicate 
payment? 

0.  Is  the  petty  cash  bank  account  recon¬ 
ciled  by  an  employee  Independent  ot 
the  custodian? 

10.  Are  petty  cash  funds  audited  by  fre¬ 
quent  and  surprise  counts  by  an  In¬ 
dependent  person  to  Insure  the  fund 
does  not  Include  personal  checks, 
lOU's  etc.,  and  that  the  petty  cash 
fund  balances? 

L.  CLIENT  DEPOSIT  CONTROLS 

*1.  Are  client  funds  deposited  into  a  bank 
account  used  only  for  the  Client’s 
Intended  purpose? 

*8.  Was  the  bank  ftooount  approved  by  the 
Board  of  Directors? 

8.  Are  two  signatures  required  on  chedcs? 

4.  Is  the  acooimt  reconcfied  by  an  Indi¬ 
vidual  not  involved  with  client  deposli 
operations? 

*5.  Are  prenumbered  receipts  given  to 
clients  for  all  checks  and  cash  re¬ 
ceived? 


*6.  Are  the  following  records  maintained 
for  the  accounts? 

a.  A  receipts  book  with  prenum¬ 

bered  receipts. 

b.  A  cash  disbursements  Journal. 

c.  A  detailed  reccRd  of  client  de¬ 

posits. 

Appendix  7. — Accounting  for  Property 

This  appendix  Illustrates  the  property  ac¬ 
counting  procedures  recommended  In  this 
Oulde. 

CAPITALIZATION 

The  following  illustrates  the  accounting 
for  the  hypothetical  purchase  of  equipment 
costing  81,000  and  purchased  with  LSC 
funds: 

1.  At  the  time  of  purchase  and  disburse¬ 
ment  of  cash,  the  following  entry  Is  made  to 
record  the  purchase  as  a  charge  to  the  LSC 
fund. 

Debit:  Acquisition  of  prop¬ 
erty — IBC  equipment  (ac¬ 


count  No.  1.600.1  > . 81,000 

Credit:  Cash. . - . .  81,000 


For  accounting  purposes  this  account  is 
treated  as  an  expense  account  and  closed  to 
fund  balance  along  with  all  support  and  ex¬ 
penses  at  year  end. 

2.  A  second  entry  Is  required  (normally 
made  quarterly  or  at  the  end  of  the  year)  to 
recognize  the  asset  purchased  with  LSC 
funds. 

Debit:  Equipment — LSC..:...  81.000 
Credit:  Fund  balance — 

property  and  equipment _ 81.000 

Where  more  than  one  funding  source  is 
used.  Identlflcatkm  of  the  source  of  the  funds 
used  to  purchase  the  asset  must  be  Incorpo¬ 
rated  Into  the  accounting  records.  As  dis¬ 
cussed  previously,  separate  property  records 
must  be  maintained  for  each  funding  source 
with  a  reversionary  Interest  In  property  in 
addition  to  property  acquired  from  the  gen¬ 
eral  fund. 

When  a  recipient  has  historically  expensed 
property  when  piu-cbased  and  such  property 
Is  still  In  use,  an  entry  to  capitalize  these 
assets  is  made  by  debiting  the  iqipropriate 
prc^rty  accounts  and  crediting  the  property 
and  equipment  fund  for  the  original  cost,  less 
accumulated  d^reclatlon.  In  the  absence  ef 
accurate  historical  cost  records  for  these  as¬ 
sets,  an  appraisal  or  other  estimate  of  the 
cost  will  be  satisfactory.  A  cost  based  tqi- 
praisal  contenqilates  valuing  property  on  the 
basis  of  catalog  prices,  vendor  price  lists,  or 
other  reasonable  sources  for  prices  of  such 
property  or  comparable  property  In  effect 
around  the  time  of  purchase.  The  amounts 
ci^ltallzed  and  basis  for  valuation  should 
be  disclosed  In  footnotes  to  the  financial 
statements. 

DEPRECIATION 

It  is  suggested  that  the  straightline  de¬ 
preciation  method  with  the  following  guide¬ 
lines  for  estimated  useful  lives  be  followed. 
Internal  Revenue  Service  guidelines  may 
also  be  used  to  determine  alt«natlve  useful 
lives  for  specific  items.  If  the  recipient  be¬ 
lieves  the  criteria  below  are 'not  appropriate 
for  the  program’s  assets.  Furniture,  fixtures 
and  equipment,  6  to  10  yean;  leasehold  Im- 
provemento,  term  of  lease  or  life  of  Improve¬ 
ments,  whichever  Is  shorter. 

Using  the  earlier  example,  assuming  a  use¬ 
ful  life  of  five  yecus,  no  salvage  value  and 
computing  depreciation  on  the  stralghtllne 
method,  depreciation  on  the  equipment  for 
one  year  la  8800  (8I.000-^6)  and  would  be 
recorded  In  the  property  fund  as  follows: 

Debit:  Depredation  expense _  8300 

Credit:  Accumulated  depre¬ 
ciation  _ _ _  8300 
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Depreciation  may  be  computed  on  an  Item- 
by-ltem  or  group  basis.  The  group  basis  con¬ 
solidates  similar  type  Items  (l.e. — all  fur- 
nltxire,  all  office  equipment,  etc.)  purchased 
during  a  year  (vintage-year)  and  considers 
them  as  one  group  (l.e.,  furniture,  equip¬ 
ment,  etc.).  Therefore,  depreciation  records 
are  maintained  for  the  group  Instead  of  each 
Individual  Item  within  the  group.  The  clerical 
effort  required  is  significantly  reduced. 

However,  a  schedule  detailing  original  cost 
of  each  Item  within  the  group  should  be 
developed  by  year  to  be  used  If  particular 
items  are  sold  or  retired  before  they  are  fully 
depreciated  (this  subject  will  be  discussed 
later).  Depreciation  for  groups  of  assets  Is 
computed  identically  as  depreciation  for  an 
individual  item  Illustrated  in  the  previous 
paragraph.  For  example,  the  first  year’s  de¬ 
preciation  of  a  ten  Item  vintage-year  group; 
five  year  life;  and  costing  a  total  of  $1,000 
with  no  estimated  salvage  value  would  be: 


Debit;  Depreciation  expense _ $200 

Credit:  Accumulated  depre¬ 
ciation  _  $200 


SALES 

Gains  or  los.ses  from  the  sale  of  property 
and  equipment  should  be  reported  as  support 
In  the  property  and  equipment  fund.  Gain  or 
loss  on  a  transaction  Is  defined  as  the  dif¬ 
ference  between  the  sales  proceeds,  and  the 
net  book  value  (original  cost  reduced  by 
accumulated  depreciation  to  the  date  of  sale) 
of  the  asset. 

The  fund  balance  of  the  property  and 
equipment  fund  Includes  only  the  acquisi¬ 
tion  value  of  property  and  equipment  re¬ 
duced  by  accumulated  depreciation.  Proceeds 
from  the  sale  of  property  are  not,  as  a  gen¬ 
eral  policy,  required  by  LSC  to  be  reinvested 
In  property  and  equipment.  Proceeds  should 
be  transferred  to  the  general  fimd  balance 
and  used  for  general  program  purposes  which 
would  not  increase  annualized  spending.  If 
significant  proceeds  are  received  (l.e..  In  ex¬ 
cess  of  $500)  the  Regional  Director  must  ap¬ 
prove  the  general  policy  to  be  followed.  The 
following  illustrates  the  recording  of  a  sale 
when  a  gain  (IHustratlon  1)  is  realized  or  a 
loss  (Illustration  2)  Incurred: 

UluatraHon  1. — Sale  of  equipment  at  more 

than  net  book  value. 

Assumptions: 

a.  Ekjuipment  was  originally  purchased  for 
$100. 

b.  At  time  of  sale,  accumulated  deprecia¬ 
tion  was  $50. 

c.  Asset  was  sold  for  $60. 

Two  entries  are  required  to  record  the  trans¬ 


action  as  follows: 

1.  The  first  entry  records  the  sale. 

Debit:  Cash _ $60 

Debit:  Accumulated  depreciation.  50 

Credit:  Equipment — ^LSC _ $100 

Credit:  Gain  on  sale  (property  and 
equipment  fund) _  10 

2.  The  second  entry  is  required  to  transfer 
the  proceeds  to  the  general  fund. 

Debit:  Fund  balance — property 
and  equipment _  60 


Credit:  Fund  balance — generad 60 

illtiatration  2. — Sale  of  equipment  at  less 
than  net  book  value. 

Assumptions: 

a.  Same  as  Illustration  1  except  that  cash 
received  was  only  $40. 

1.  The  first  entry  records  the  sale. 


Debit:  Cash _ _ $40 

Debit:  Accumulated  depreciation.  50 
Debit;  Loss  on  sale  (property  and 

equipment  fund). _  10 

Credit:  Equipment — ^LSC _ $100 


2.  The  second  entry  transfers  the  proceeds 
to  the  general  fund. 


Debit;  Fund  balance— property 

and  equipment _  40 

Credit:  Fund  balance — general _  40 


VINTAOB-TEAX  ADJUSTMENTS 

When  the  group  (vintage-year)  method  Is 
used,  gains  or  losses  are  recorded  similarly. 
As  discussed  earlier,  historical  cost  records 
for  vintage-year  assets  are  required  for  the 
gain  or  loss  computation.  For  example,  if  an 
item  Is  Included  in  a  group  being  depreciated 
over  ten  years,  and  four  years  depreciation 
have  been  recorded  at  the  time  of  the  sale, 
then  the  basis  (l.e.,  cost  leas  accxunulated 
depreciation)  for  the  item  is  6/lOth  of  Its 
historical  cost. 

It  should  be  noted  that  when  an  item  is 
removed  from  a  “group”  account,  the  annual 
depreciation  of  that  group  must  be  adjusted 
for  the  item  deleted.  For  example,  assiune  a 
group  originally  consisted  of  ten  items  cost¬ 
ing  $1,000  and  depreciated  over  ten  years 
(depreciation  expense  Is  $100  per  year).  If 
one  item  costing  $100  was  sold  after  five 
years  (50%  of  useful  life)  for  $60,  the  entry 
to  record  the  sale  and^the  computation  of 
.subsequent  years'  depreciation  would  be  as 
follows : 


Kniry 


I  VhH ;  Caxli  .  $<10 

AmiuiulatMl  <)(>preeiatioii  «f 

|)ro|mrty . . .  50 

< 'redit:  Gain  on  sale . . .  $10 

<  Iredlt;  Projjerty .  .  100 

(’omputBtton  of  future  years’  d«pre<’ii»- 
lion: 

Cost  of  property  ($1,000— *100) .  $000 

f,es«i:  Acfiininlated  depreciation 
(*.'i00-$.50) .  (450) 

Net  value.. . .  450 


Years  left  to  depreciate— 5 

net  value  4.50 

Annua)  iic|>tei  iatior»^ - - — -$«0 


reinalning  years  5 
WRITE-OFFS 

Amounts  required  to  be  written  off 
through  abandonment  and  obsolescence 
should  be  recognized  as  expenses  In  the 
property  and  equipment  fund  balance.  The 
following  illustrates  the  write-off  of  equip¬ 
ment  origlnctlly  costing  $100  and  accumu¬ 
lated  depreciation  of  $75  at  date  of  abandon¬ 
ment: 


Debit:  Ix>ss  on  abaiidnniuent  of  e()Uipn)oiit 


(property  and  equipment  fund) .  $26 

Debit:  Accumulate  depreciation .  75 

Credit:  Kquipiuent . . . .  $100 
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